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UST as there are marked differences 

in the standards, courses and the 
qualifications of the teaching faculty 
of Universities, so the range of tech- 
nical proficiency and calibre of tuition 
service varies considerably between 
other educational institutions. H.R.L, 
back in the early days of 1897, recog- 
nized the truth of the principle, that 
all education is self-education. In 
education experience ahd knowledge 
count far more than with an inanimate 
product. 


“Practical teachers and. intelligent 
educationists have reached the conclu- 
sion that the individual must become 
the real unit of teaching.” — Sir John 
Adams, former Professor of Educa- 


There are none of the limitations of 
the one tutor or one mind... but the 
sympathetic co-operation of some 200 
earnest H.R.I. staff-members virtually 
working at the student’s side, advising, 
helping and encouraging him. The 
test of the efficiency of this H.R.I. 


Not all Universities are alike... 










































tion, University of London. With this 
viewpoint, H.R.I. began the research 
and testing for a new approach to 
meet the special needs of adult 
education . . . for the ambitious man 
and woman desiring spare-time career 
education for business. 


Thus®was laid the foundation of the 
H.R.I. Personal -Individual Tuition 
Method, where the whole teaching 
technique is built around the indi- 
vidual. We dispensed with over- 
burdened classes . . . harrassed spare- 
time teachers . . . inconvenient class 
nights . . . and the many other dis- 
advantages of the customary “class” 
and “correspondence” methods. 


About the H.R.I. Personal-Individual Tuition Method. 


Personal-Individual Tuition Method 
lies in the fact that year after year, 
over a half-century, H.R.I. students 
win more honours places at commer- 
cial examinations than won by all 
others in Australasia combined. Under 
H.R.I. you make no experiment. 


Assured Results, Tutorial Efficiency, Stability, Enterprise, and a 
liberal Protective Policy, safeguard the interests of each H.R.I. 
student. Particulars of our Service will bé gladly supplied on request. 
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HOLDING COMPANIES 


by 


G. E. FITZGERALD, B.A., B.COM., F.I.C.A. 


(The Fifth Commonwealth Institute of Accountants Annual Research Lecture 
delivered in the University of Queensland on 6th September, 1950) 
PART II 
(For Part I, see Vol. XX, p. 409) 


FORM OF THE FINANCIAL STATEMENTS 


(a) Developments in America 

As might be expected from the longer 
history of holding companies in the United 
States of America, the need for developing 
a satisfactory method of financial reporting 
by such companies was first realized in 
that country. It is therefore not surprising 
to find that statements consolidating the 
result of operations and the financial posi- 
tion of subsidiary companies with those of 
the holding company were in general use 
in America many years before their accep- 
tance in other countries. 

‘The United States Steel Corporation, 
chartered in New Jersey in 1901, presented 
consolidated statements from its incep- 
tion.’’*® The lead was quickly followed by 
others, and soon these statements became a 
familiar feature of holding companies’ 
annual reports to shareholders. 

To quote an American writer: 

‘‘The basic concept of consolidated state- 
ments is that through inter-company 
ownership companies, which may be separ- 
ate entities legally, constitute practically a 
single entity. The consolidated statements 
present the financial position and opera- 
tions of the corporate group as they would 
appear if the group were in fact merged 
into a single entity. . . . Consolidated 





* Maurice Moonitz, The Entity Theory of Con- 


solidated Statements, p. 7. 





balance sheets and income accounts repre- 
sent an effort to look through form to sub- 
stance; in the case of the balance sheet to 
see what assets and liabilities are repre- 
sented by the parent company’s ownership 
of stock and other securities of subsidiary 
companies, and in the case of the income 
account to see what have been the actual 
results of the operations of the subsidiaries 
rather than merely the dividends which 
perchance have been paid by them to the 
parent company during the fiscal period 
under review; or, what is sometimes of 
even greater importance, to know what 
effect has been given to the losses sustained 
by subsidiaries which might not be re- 
vealed in the absence of a consolidated in- 
come account.’’ %° 

The extent to which such statements had 
grown in favour by 1917 is indicated by 
the provisions of the Federal Revenue Act 
in that year approving the making of con- 
solidated returns by corporations owned or 
controlled by another corporation or by 
the same interests. Until 1924 no attempt 
was made in the revenue Acts to specify 
any percentage of ownership or control as 
warranting consolidated returns, and in 
many cases they were accepted even though 
a substantial minority shareholding existed. 


® Walter A. Staub, Consolidated Financial State- 
ments—a paper presented to the International 
Congress on Accounting, New York, 1929. 























450 





Holding Companies—continued 
The 1924 Act provided that only in cases 
where 95% of shares were owned by the 
parent company or other companies in the 
affiliated group or by the same shareholders 
would consolidated returns be accepted. 

There are no legislative provisions in the 
United States requiring presentation of 
balance sheets and other financial state- 
ments to stockholders, as in England and 
other British Commonwealth countries; 
nevertheless the practice is now customary. 
Companies listed by the New York Stock 
Exchange are required to comply with the 
regulations of the Exchange, which provide 
that financial statements shall be published 
and submitted to stockholders annually; 
‘holding companies are permitted a wide 
discretion in determining the form of 
presentation of the statement, the regula- 
tion providing as follows: 

‘To publish at least once in each year 
and submit to stockholders at least fifteen 
days in advance of the annual meeting of 
the corporation—a balance sheet, and in- 
come statement for the last fiscal year and 
a surplus statement of the applicant com- 
pany as a separate corporate entity and of 
each corporation in which it holds directly 
or indirectly a majority of the equity 
stock; or in lieu thereof, eliminating all 
intercompany transactions a similar set of 
consolidated financial statements. If any 
such consolidated statements exclude any 
companies a majority of whose equity 
stock is owned (a) the caption will indi- 
sate the degree of consolidation; (b) the 
income account will reflect, either in a 
footnote or otherwise, the parent com- 
pany’s proportion of the sum of or differ- 
ence between current earnings or losses 
and the dividends of such unconsolidated 
subsidiaries for the period of the report; 
and (c) the balance sheet will reflect, in a 
footnote or otherwise, the extent to which 
the equity of the parent company in such 
subsidiaries has been increased or dimin- 
ished since the date of acquisition as a re- 
sult of profits, losses and distributions.’’ #4 

The absence of legislative provisions for 
financial reporting by directors to stock- 
holders appears to have beén fully ex- 
ploited in some instances in what we would 
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regard as an astounding manner. When 
the New York Stock Exchange enquired of 
the Delaware, Lackawanna & Western R.R. 
Co. in 1866 for copies of any reports it had 
issued in recent years, the reply was: ‘‘The 
Delaware, Lackawanna & Western R.R. 
Co. make no reports and publish no state- 
ments and have done nothing of the sort 
for the last five years.’’ ** In 1900 a gov 
ernment report stated ‘‘one of the chief 
evils of large corporations is the lack of 
responsibility of the directors to the stock- 
holders. In many eases the directors hold 
their positions for a series of years and 
practically never make reports that are 
calculated to give to the individual stock- 
holders much light on the actual methods 
of management.’’ ** 

It is not surprising, therefore, to find 
that, after the market crash in 1929, some 
startling disclosures occasioned a public de- 
mand for reform which resulted in the 
Securities & Exchange Commission being 
set up by Congress in 1934 to administer 
the Securities Act 1933 and the Securities 
Exchange Act 1934—<Acts which aimed ‘‘to 
provide full and fair disclosure of the 
character of securities’ and ‘‘to prevent 
inequitable and unfair practices’’ on secur- 
ities exchanges and over-the-counter mar- 
kets. 

This Commission has performed valuable 
work by maintaining and improving the 
standards of accounting practices, includ- 
ing the preparation of financial statements 
of holding companies. 

Consolidated statements are required to 
be filed in addition to separate statements 
of the holding company; as an alternative 
to the separate balance sheet and profit and 
loss statement of the parent company, 
special consolidated statements may be 
filed consolidating the parent company’s 
statements with any of its subsidiaries that 
are virtually wholly owned, provided the 
parent is primarily an operating company 
and the subsidiaries are practically oper- 
ating divisions, and none of the included 
subsidiaries owes to any other person any 
long-term or funded debt of an amount 
which is significant in relation to the par- 
ticular subsidiary. In preparing the con- 
solidated statements the holding company 








* From a paper by Percival F. Brundage on 
‘*Consolidated Statements,’’ being Chap. 5 of 
Contemporary Accounting, published by the 


American Institute of Accountants. 





*N. Royall McLaren, Annual Reports to Stock- 
holders, p. 5. 
% William Z. Ripley, Main Street & Wall Street, 


p. 157. 
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Holding Companies—continued 
must follow principles of inclusion or ex- 
elusion which will most clearly exhibit the 
financial condition and results of opera- 
tions of the parent and its subsidiary com- 
panies. 

It is considered that this provision per- 
mits the company either to consolidate all 
of its subsidiaries, or to consolidate some 
and omit others or not to consolidate at all. 
The principle adopted must be stated in a 
note attached to the consolidated balance 
sheet. . 

Specific instructions laid down by the 
Commission in relation to the preparation 
of these statements are as follows: 
(a) Date of Consolidated Balance Sheet. 
—This must be of the same date as the 
parent company’s balance sheet. 
Majority-owned Subsidiaries. — No 
company shall be included in these 
statements unless the parent company, 
either alone or with one or more of its 
majority - owned subsidiaries, owns 
more than 50% of the voting power. 
(ec) Elimination of Parent Company’s In- 
vestment in Subsidiary Companies.— 
In respect of any subsidiaries included 
therein, the consolidated statement 
must state how any difference between 
the value of the investments as shown 
in the parent company’s books and the 
value of net assets as shown in the 
subsidiary companies’ books have been 
dealt with. The amount of any such 
difference must be stated, and if it 
represents an excess in the value of 
the investment it may be retained in 
the consolidated statement as an asset. 
(d) Unconsolidated Subsidiaries. — Sep- 
arate balance sheets and profit and 
loss statements are required for each 
unconsolidated subsidiary; or, alter- 
natively, statements combining such 
subsidiaries in one or more groups. 
Consolidated balance sheets must show, 
where practicable, in a footnote or 
otherwise, the extent to which the 
equity of the parent company in any 
unconsolidated subsidiaries has been 
increased or diminished since acquisi- 
tion as a result of profits, losses, and 
dividends. 
(e) Profit and Loss Statements.—Certain 
options are permitted in regard to 
some items, but the method adopted 
must be clearly indicated, especially in 


(b 


wa 
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respect of inter-company sales and 
inter-company profits, which generally 
should be eliminated, otherwise the 
reasons for not eliminating should be 
stated. The consolidated profit and 
loss statement must state separately 
the amount of profit and loss aceruing 
to outside shareholders, and must show 
in a footnote or otherwise the parent 
company’s proportion of current 
profits or losses not covered by divi- 
dends declared or paid by unconsoli- 
dated subsidiaries for the period cov- 
ered by the profit and loss statement. 


(f) Foreign Subsidiaries—Financial state- 
ments need not be furnished if: 

(i) a provision for loss on the invest- 
ment has been set up substantially 
equal to the amount of the invest- 
ment; and 

(ii) no income from the subsidiary 
has been taken up during the 
period covered by the parent com- 
pany’s statement; and 

(iii) withdrawal of income from the 
country in which the subsidiary 
is organized is prohibited or seri- 
ously impeded by government re- 
strictions. 

Where such statements are not sub- 

mitted there must be added a note to 

the balance sheet or schedule thereto, 
reporting the fact and the reason 
therefor. 

(g) Minority Interests—The consolidated 


balance sheet must show the amount 
of outside shareholders’ interest in net 
worth of the subsidiaries consolidated, 
distinguishing between interest in 
capital and interest in surplus. 

The development of the technique of 
financial reporting by holding companies 
in the United States has been materially 
influenced by the requirements of such in- 
stitutions as the Stock Exchange, The Fed- 
eral Reserve Bank, and the Securities and 
Exchange Commission, and the work of the 
American Institute of Accountants. 

In the Dominion of Canada, the Com- 
panies Act passed in 1934 contained cer- 
tain provisions relating to the publication 
of financial statements of holding com- 
panies. 

Section 112 (5) provides that the aggre- 
gate of shares in subsidiaries and the aggre- 
gate indebtedness of subsidiaries must be 
shown separately in the balance sheet. 
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Holding Companies—continued 


Section 114 provides that a holding com- 
pany may include in its balance sheet and 
statement of income and expenditure any 
one or more subsidiaries. If any subsidi- 
aries are not so included, a statement must 
be annexed stating how .the profits and 
losses of those subsidiaries have, so far as 
they concern the holding company, been 
dealt with in the statements of the holding 
company, and in particular how and to 
what extent provision has been made for 
any losses of subsidiaries and how and to 
what extent any such losses have been 
taken into account in arriving at the profit 
or loss disclosed in the statements of the 
holding company. It is not necessary to 
specify the actual amount of any profits or 
losses of any subsidiaries or of any part 
thereof dealt with in any particular man- 
ner, but an obligation is placed upon the 
auditor, where any losses have not been 
fully provided for, to state the additional 
amount which should be provided, and, if 
the amount treated by the holding company 
as income from subsidiaries exceeds the 
profits of the subsidiaries for the year, to 
state the amount of any such excess. 


This legislation was modelled very 
largely on the English Companies Act 
1929, but two provisions, namely the option 
allowed a company to consolidate subsidi- 
ary companies in its statements, and the 
obligation placed upon auditors, were not 
included in the English Act. These pro- 
visions have not been amended. 


In 1938 a ‘‘draft Act’’ was prepared by 
a joint committee of representatives of the 
Dominion and all the provinces for the 
purpose of obtaining a model Act for 
uniform action, and in this draft it is pro- 
posed to omit the provision for issuing 
consolidated statements. A committee of 
the Dominion Association of Chartered Ac- 
countants has since reviewed the Dominion 
Companies Act and the ‘‘draft Act,’’ and 
in 1946 issued a report embodying recom- 
mendations relating to the financial state- 
ments of holding companies; alternative 
recommendation are put forward, and the 
first of these may be summarised as fol- 
lows : 


(1) Statements of subsidiaries may be con- 
solidated in the statements of the hold- 
ing company. 
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(2) Where any one or more of the sub- 
sidiaries are not consolidated in the 
holding company’s statements, a state- 
ment shall be submitted setting forth 
(a) the amount of the holding com- 

pany’s proportion of aggregate 
profits or losses of such subsidi- 
aries; 

the amount included in the hold- 
ing company’s statement as in- 
come from subsidiaries or pro- 
vision for losses of subsidiaries; 
the amount of the holding com- 
pany’s proportion of undistribu- 
ted profits of subsidiaries earned 
since acquisition of the holding 
company’s shares, less its propor- 
tion of losses to the extent that 
such amount has not been taken 
into the accounts of the holding 
company. 

The alternative solution, favoured by the 
Committee, is that where the statements of 
the subsidiaries are not consolidated, there 
must be submitted separate financial state- 
ments for each subsidiary ‘‘in the form 
prescribed in the Act, together with a clear 
indication of the interest of the holding 
company in the securities of such subsidi- 
ary.’ * 

Unfortunately, the reasons which promp- 
ted the committee to express a preference 
for the second solution are not stated, and 
therefore we are unable to examine them, 
but it appears to be less satisfactory than 
the first solution. 


(b) Developments in England 


In England the form of these statements 
is regulated by the provisions of amend- 
ments to the Companies Act, introduced in 
1947 and incorporated in the Consolidated 
Act of 1948. But only in recent years have 
the present methods found favour. The 
history. of holding company accounts in 
England is marked by characteristic 
caution towards innovations and fear of 
the effects of disclosure. 

Even as late as 1927, when Simons pro- 
duced his book on holding companies, the 
English Companies Act did not contain 
any reference to them, so that they were 
governed either by regulations prescribed 
by special Acts of Parliament or Royal 





*See The Canadian Chartered Accountant, 
November and December, 1946. 
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Holding Companies—continued 

Charters under which the particular com- 

panies were constituted, or by the same 

provisions of company legislation as any 
other companies similarly incorporated. 

The -Wilfred Greene Committee, ap- 
pointed in 1925 by the Board of Trade to 
report on desirable amendments to the 
Companies Acts 1908-1917, heard evidence 
and reported on publication of financial 
statements of holding companies; this was 
followed in 1928 by amending company 
legislation subsequently consolidated in 
The Companies Act 1929. 

In their publications, both Garnsey and 
Simons described four methods of present- 
ing the financial statements, viz. : 

(1) Presentation only of the holding com- 
pany’s own legal balance sheet, show- 
ing its interests in subsidiary com- 
panies as an investment, together with 
a statement of profit and loss. 
Presentation as in method 1, together 
with the separate balance sheets and 
profit and loss statements of all the 
subsidiaries. 

Presentation as in method 1, together 
with a separate statement summariz- 
ing the assets and liabilities of all the 
subsidiary and _ sub-subsidiary .com- 
panies taken together. 

Presentation as in method 1, together 
with a consolidated balance sheet of 
the whole undertaking, amalgamating 
the assets and liabilities of the sub- 
sidiary and sub-subsidiary companies 
with those of the holding company, 
and a consolidated profit and loss 
statement amalgamating the profits 
and losses of all the companies. 

Both these authors appeared somewhat 
diffident about recommending the general 
acceptance of any one of these methods, 
contending that ‘‘each individual case must 
be considered on its merits and all the 
methods of presentation cited above are~of 
great use in particular ¢ases.’’ ** 

Garnsey is reported as saying: 

**Tf you will do me the honour of reading 
the salient passages in my book, you will 
see ... that I emphasize the importance of 
the ‘legal’ balance sheet and draw attention 
to the fact that from a creditor’s point of 
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view this balance sheet is essential, and 
that it may be so for shareholders and 
others. 

‘*What I do point out is that in some 
eases it is doubtful whether by itself the 
‘legal’ balance sheet of a holding company 
as prepared nowadays really gives the 
shareholders all the information to which 
they are entitled, and I go on to mention 
the different ways in which this objection 
may be overcome, not indeed by the aban- 
donment of the ‘legal’ but by an addition 
to it and by way of supplementary infor- 
mation.’’ °° 

The report of the proceedings of the Wil- 
fred Greene Committee indicates consider- 
able difference of opinion among witnesses 
and members of the committee regarding 
desirable practices in the presentation of 
statements. Apparently many subsidiary 
companies were registered as private com- 
panies and it was generally considered that 
they should not be required to publish bal- 
ance sheets. Some witnesses considered 
that there was a growing practice among 
holding companies to give more informa- 
tion with regard to their subsidiaries than 
that disclosed by their own balance sheets; 
many questions of technique in the prep- 
aration of consolidated statements were not 
settled; and several witnesses expressed 
disapproval of such statements, contending 
that they might be dangerous and mislead- 
ing and would serve no useful purpose. 
Possibly the most interesting evidence in 
this connection was that of an accountant 
who considered that all losses or profits of 
an associated company should be taken 
into the balance sheet of the parent com- 
pany, and added that it was the common 
practice of companies within his experi- 
ence. 

The report of the committee included 
the following comments: 

‘“‘The position of holding companies 
with particular reference to the form of 
their accounts has been much discussed 
before us and the evidence discloses a con- 
siderable divergence of views on the sub- 
ject among both commercial men and ac- 
countants. Complaints have undoubtedly 
been heard from shareholders in such com- 
panies that the information given to them 
by the accounts of the holding companies 





* Simons, p. 56. 


* From a letter by Sir Gilbert Garnsey to The 
Times, dated 29th May, 1925, quoted’by A. J. 
Simons, p. 56. 





454 


Holding Companies—continued 

is unintelligible without fuller details as 
to the position of the subsidiary and asso- 
ciated companies. Some witnesses take the 
view that the publication of a consolidated 
or combined balance-sheet for the whole 
group of companies should be made com- 
pulsory. We do not agree with this. Many 
holding companies have adopted the prac- 
tice already and we consider that the mat- 
ter should be left to the shareholders to 
make such requirements as to the form of 
their company’s accounts as they may 
think proper. It is often forgotten that it 
may be in the best interests of the share- 
holders themselves that the accounts should 
be in a certain form, and we consider that 
undue interference by the legislature in 
the internal affairs of companies is to be 
avoided, even if some risk of hardship in 
individual cases is involved. 

‘‘In view of the divergence of opinion 
upon this and cognate matters we only find 
ourselves able to make recommendations of 
a quite limited character. One of these re- 
quires a short explanation. In law there is 
nothing to prevent a holding company 
from using the dividend received from 
profit-making subsidiaries in order to pay a 
dividend on its own shares without taking 
into account losses suffered by other sub- 
sidiaries, and the effect of this may be that 
the holding company is paying a dividend 
at a time when the group as a whole is in 
debit on the year’s working. Although this 
practice may in‘ general be unsound, par- 
ticularly if it is continued for any period, 
we do not think that any case has been 
made for prohibiting it altogether. On the 
other hand, we consider that shareholders 
and others concerned are entitled to know 
whether the dividends proposed to be de- 
elared by the holding company are justi- 
fied by the results of the group as a whole. 

‘‘One development of the private com- 
pany requires special mention lest it should 
be thought that we have overlooked it. It 
has become the practice of public com- 
panies to form or acquire private com- 
panies for the purpose of carrying on par- 
ticular departments of their business and 
the result in many eases is that the parent 
company becomes a mere holding company 
carrying on business through a group of 
private subsidiaries. By this means dis- 
closure of matters relating to what in sub- 
stance is the business of the parent com- 
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pany is avoided. We have considered 
whether in cases such as this any alteration 
of the law is desirable with a view to de- 
priving the subsidiaries of the privileges 
which they enjoy as private companies so 
far as filing accounts, ete., is concerned. 
We are of opinion, however, upon the evi- 
dence before us that no such evils flow 
from the present system as to justify us in 
making any recommendation. The com- 
plaint with regard to the insufficiency of 
information will be to some extent met by 
the recommendations which we have made 
with regard to the accounts of the parent 
company. Beyond this we are not prepared 
to go. The system by which a large com- 
pany departmentalises its business by 
means of a number of private subsidiaries 
has been found convenient and beneficial 
in practice and undue disclosure with re- 
gard to subsidiaries would give to competi- 
tors both here and abroad useful informa- 
tion as to the success or failure of the 
various branches of the business. In prac- 
tice, the parent company cannot afford not 
to support its subsidiaries and the evidence 
does not disclose any cause for complaint 
on the part of creditors. It is said that in 
some cases the system leads to unsound 
methods of intercompany finance. We 
think that in a quite limited number of 
cases this may be true but we do not find 
the evil to be so serious or so widespread 
as to call for any alteration in the law.’’ 

The undue amount of caution displayed 
in the committee’s recommendations was 
most unfortunate. Although the opportuni- 
ties for abuse were realised, it was not con- 
sidered desirable to make such recommen- 
dations as might prevent them. The view 
that it ‘‘should be left to the shareholders 
to make such requirements as to the form 
of their company’s accounts as they may 
think proper’’ is unsound, for the vast 
body of shareholders are not sufficiently 
versed in accounting and the affairs of 
companies generally to decide what de- 
tailed information should be included in 
financial statements or what form they 
should take in order to be most useful to 
members; this comment applies with par- 
ticular emphasis in relation to the finan- 
cial statements of such a complex organi- 
zation as many holding companies become. 

Possibly there are even stronger grounds 
for criticism of the prevailing attitude of 
that time towards disclosure as evidenced 
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Holding Companies—continued 


by the comments of the committee. The 
fear of disclosing too much to competitors 
encouraged actions which not only denied 
to shareholders essential information to 
which they were entitled, but also provided 
opportunities for holding companies to 
conceal anti-social practices. 

The committee’s recommendations were 
largely adopted in amending legislation 
passed in 1928 and subsequently re-enacted 
in the consolidating Companies Act of 
1929, which contained the following pro- 
visions. These are stated in full, as iden- 
tical provisions are still found in the Com- 
panies Acts of a majority of the Austra- 
lian States. 

Section 125— 

Where any of the assets of a company 
consist of shares in, or amounts owing 
whether on account of a loan or other- 
wise) from a subsidiary company or sub- 
sidiary companies, the aggregate amount of 
those assets, distinguishing shares and in- 
debtedness, shall be set out in the balance 
sheet of the first-mentioned company sep- 
arately from all its other assets and where 
a company is indebted, whether on account 
of a loan or otherwise, to a subsidiary com- 
pany or subsidiary companies, the aggre- 
gate amount of that indebtedness shall be 
set out in the balance sheet of that com- 
pany separately from all its other liabili- 
ties. 

Section 126— 

(1) Where a company (in this section 
referred to as ‘the holding company’) 
holds shares either directly or through a 
nominee in a subsidiary company or in two 
or more subsidiary companies, there shall 
be annexed to the balance sheet of the hold- 
ing company a statement, signed by the 
persons by whom in pursuance of section 
one hundred and twenty-nine of this Act 
the balanee sheet is signed, stating how 
the profits and losses of the subsidiary com- 
pany, or, where there are two or more sub- 
sidiary companies, the aggregate profits 
and losses of those companies, have, so far 
as they concern the holding company, been 
dealt with in, or for the purpose of, the 
accounts of the holding company, and in 
particular how, and to what extent— 

(a) provision has been made for the losses 
of a subsidiary company either in the 
accounts of that company or of the 
holding company, or of both; and 
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(b) losses of a subsidiary company have 
been taken into account by the diree- 
tors of the holding company in arriv- 
ing at the profits and losses of the 
holding company as disclosed in its 
accounts : 

Provided that it shall not be necessary to 
specify in any such statement the actual 
amount of the profits or losses of any sub- 
sidiary company, or the actual amount of 
any part of any such profits or losses which 
has been dealt with in any particular man- 
ner. 

(2) If in the ease of a subsidiary com- 
pany the auditors’ report on the balance 
sheet of the company does not state with- 
out qualification that the auditors have 
obtained all the information and explana- 
tions they have required and that the bal- 
ance sheet is properly drawn up so as to 
exhibit a true and correct view of the state 
of the company’s affairs according to the 
best of their information and the explana- 
tions given to them and as shown by the 
books of the company, the statement which 
is to be annexed as aforesaid to the bal- 
ance sheet of the holding company shall 
contain particulars of the manner in which 
the report is qualified. 

(3) For the purposes of this section, 
the profits or losses of a subsidiary com- 
pany mean the profits or losses shown in 
any accounts of the subsidiary company 
made up to a date within the period to 
which the accounts of the holding company 
relate, or, if there are no such accounts of 
the subsidiary company available at the 
time when the accounts of the holding com- 
pany are made up, the profits or losses 
shown in the last previous accounts of the 
subsidiary company which became avail- 
able within that period. 

(4) If for any reason the directors of 
the holding company are unable to obtain 
such information as is necessary for the 
preparation of the statement aforesaid the 
directors who sign the balance sheet shall 
so report in writing and their report shall 
be annexed to the balance sheet in lieu of 
the statement. 

Section 127— 

(1) Where the assets of a company 
consist in whole or in part of shares in 
another company, whether held directly or 
through a nominee and whether that other 
company is a company within the meaning 
of this Act or not, and— 
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(a) the amount of the shares so held is at 
the time when the accounts of the hold- 
ing company are made up more than 
50 per cent. of the issued share capital 
of that other company or such as to 
entitle the company to more than 50 
per cent. of the voting power in that 
other company ; or 
the company has power (not being 
power vested in it by virtue only of 
the provisions of a debenture trust 
deed or by virtue of shares issued to 
it for the purpose in pursuance of 
those provisions) directly or indirectly 
to appoint the majority of the direc- 
tors of that other company ; 

that other company shall be deemed to be 

a subsidiary company within the meaning 

of this Act, and the expression ‘subsidiary 

company’ in this Act means a company in 
the case of which the conditions of this 
section are satisfied. 

These provisions were soon found to be 
inadequate for the purpose for which they 
were introduced. In 1931 an American 
authority gave the opinion that they 
seemed scarcely worth the paper on which 
they were written,** and at the Inter- 
national Congress of Accounting held in 
London during July, 1933, an English 
authority said: 

‘*T venture to think that the particulars 
required by the Act to be disclosed are of 
so general and vague a character as to be 
quite insufficient to supply shareholders 
with the information necessary for them if 
they are to have a just view of the earnings 
of the enterprise in which they are inter- 
ested, and its prospects. The provisions 
which I have epitomised may indeed have 
the unintended effect of providing justifi- 
cation for directors who wish so to prepare 
the accounts of the holding company as to 
conceal from those chiefly interested the 
actual results of its activities.’’ ** 

Despite this criticism, we find that con- 
solidated statements were still approached 
with caution, at least by the accountancy 
profession in England, although both in 
the paper and the subsequent discussion at 
the International Congress of Accounting 
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there is evidence of support for the idea of 
greater disclosure, in contrast to the gen- 
eral views expressed before the committee 
in 1925, the change in outlook being well 
illustrated by the following comments from 
the paper by Sir Albert Wyon. 

‘*T venture, then in the case of holding 
and subsidiary companies to put in a plea 
for increased publicity. I am aware that 
a policy of secrecy is often defended on the 
ground of necessity for concealing facts, 
the knowledge of which might be of value 
to competitors. I think it is quite possible 
to place too much emphasis upon the risk 
of benefitting rivals as the result of the 
publication of particulars useful to share- 
holders. Trade rivals are, after all, not de- 
pendent mainly on the reports and ac- 
counts published by the directors of a com- 
pany for information as to its activities 
and their results, and the omission to dis- 
close what may prove to be material facts 
may have serious results for share- 
holders.’’ *® 

In this paper he advocated that the hold- 
ing company’s proportion of profits and 
losses of subsidiary companies should be 


brought into the accounts of the parent 
company for the period during which the 
profits or losses were earned or sustained. 
So far as the form of the financial state- 
ments was concerned, he considered that no 


uniform rule could be laid down ‘‘to fit 
every variety of case,’’ but the best prac- 
tice was to present the statutory statements 
of the holding company, accompanied by 
similar statements for each of subsidiaries 
and sub-subsidiaries. Where the number of 
subsidiaries was so large as to render this 
plan impracticable, he said it was not 
unusual to supplement the statutory state- 
ments of the parent with consolidated 
statements of earnings and of assets and 
liabilities of the holding company, subsidi- 
aries, and sub-subsidiaries, which form pre- 
sented a comprehensive view of the facts 
but was open to serious objection because: 
(a) the inference to be drawn from a con- 
solidated statement of assets and lia- 
bilities was that the creditors of the 
several companies had a common fund 
for payment of their debts, which was 
not a fact; and 





7G. O. May, Twenty-five Years of Accounting 
Responsibility. 

* Sir Albert Wyon, in a paper on Holding & 
Subsidiary Companies. 


*® Sir Albert Wyon, Holding § Subsidiary Com- 
panies. 
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(b) where any of the subsidiaries are only 
partly owned it is necessary to deduct 
from the aggregate figures an amount 
representing the outside interests and 
to set up, in the combined statement of 
assets and liabilities, a liability for 
the outside shareholders’ interest in 
the net assets. 

A third plan, which he thought had much 

to recommend it, was to include in the 

directors’ report a statement of the aggre- 

gate profits and losses of the subsidiaries 

and the proportion brought to account by 

the holding company. 

These views appear to have met with the 
approval of commentators from Great 
Britain, but Maurice E. Peloubet, from the 
United States of America, put forward a 
strong plea for properly constructed con- 
solidated statements, pointing out that the 
published statements are designed first of 
all for the information and protection of 
the shareholders, and that it was a debat- 
able question whether an enterprise of com- 
plicated financial structure could present 


one set of statements that would give both ~ 


the creditors of the individual companies 
and the shareholders of the holding com- 


pany the information they needed. He 
described the consolidated statements as 
‘*frankly and plainly statistical statements, 
or, if we do not like this description, we 
may say that they are the representation of 
an economic unit rather than a statement 
of assets on one hand and the various 
claims against those assets on the other.’’ 
The method of dealing with the profits 
and losses of subsidiaries recommended by 
Sir Albert Wyon was similar to that advo- 
cated by an accountant witness before the 
Greene Committee in 1925, but the 1933 
Congress is most notable for the vital 
change in outlook during the intervening 
eight years. We now find emphasis placed 
on the statement of earnings rather than 
on the balance sheet, while arguments in 
favour of more disclosure were then ad- 
vaneed, whereas previously views had been 
influenced by the fear of possible reper- 
cussions on the. business from the presenta- 
tion of a clear statement of operating re- 
sults. There was still no general accep- 
tance of practices that had iong found 
favour in the United States of America, 
but the subject continued to receive atten- 
tion. There was a steady improvement in 
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the form of statements presented by hold- 
ing companies, and in February, 1944, the 
Institute. of Chartered Accountants in 
England and Wales issued a recommenda- 
tion to help its members ‘‘in advising, in 
appropriate cases, as to what is regarded 
as the best practice.’’ The recommendation 
contained the following comments: 

‘* Where a company holds a direct or in- 
direct controlling interest in another com- 
pany or companies (referred to in this 
memorandum as ‘subsidiary undertak- 
ings’) a true appreciation of the financial 
position and the trend of results of the 
group as a whole can be made only if the 
accounts of the holding company as a sep- 
arate legal entity take into account or are 
supplemented by information as to the 
financial position and results of the sub- 
sidiary undertakings. 

‘‘The following are three methods of 
disclosing this supplemental information. 
Each has its own value and limitations. The 
first and second methods are suitable only 
in special cases. 

**Method (1): To submit copies of the 
accounts of each of the subsidiary under- 
takings. 

‘*This method is suitable only where it is 
desired to focus attention on the financial 
position and earnings of each component 
of the group. It is impracticable where 
companies are numerous, and, in all but the 
simplest cases, the shareholders of the hold- 
ing company could not obtain a true view 
of the group as a whole without consider- 
able explanation of inter-company rela- 
tions. 

**Method (2): To submit statements of 
the consolidated assets and liabilities and 
of the aggregate earnings of the subsidiary 
undertakings as distinct from those of the 
holding company. 

**This method is of value where it is de- 
sired to show the underlying assets which 
represent the investments of the holding 
company in its subsidiary undertakings, or 
particular groups of them, and also the 
earnings attributable thereto. 

“*Note.—As regards methods (1) and 
(2), if the holding company trades exten- 
sively with or through its subsidiary under- 
takings, the disclosed earnings of the sub- 
sidiary undertakings may not by them- 
selves be a true criterion of the real value 
of the holding company’s interests in such 
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undertakings; in such circumstances their 
value cannot be assessed separately from 
the value of the group undertaking as a 
whole. 

‘‘Method (3): To submit a consolidated 
balance sheet and a consolidated profit and 
loss account of the holding company and 
of its subsidiary undertakings treated as 
one group. 

‘“‘This method is the most suitable for 
general application. It must, however, be 
remembered that a consolidated balance 
sheet is not a record of the assets and 
liabilities of a legal entity and that the 
liabilities of each company in the group 
are payable only out of its own assets and 
not out of the combined assets of the group. 
Also, there may be special cases where it 
may be impracticable or inappropriate to 
inelude the figures of a particular sub- 
sidiary undertaking in the consolidation. 
This applies especially in the case of sub- 
sidiary undertakings operating overseas 


where, apart from the temporary difficulty 
of enemy occupation, there may be restric- 


tions on exchange. 

‘*A consolidated profit and loss account 
does not suffer to the same extent from 
these limitations and, subject to any neces- 
sary explanations, the aggregate results of 
the group as a whole can be stated. Such 
disclosure is important even if for any 
reason the publication of a complete con- 
solidated balance sheet is impracticable or 
inappropriate.’’ 

This recommendation is an important 
landmark because it is a clear indication 
that a substantial advance has been made 
in the art of reporting by the directors of 
holding companies, and that, applying the 
standard of best practice, the consolidated 
statement is accepted as the ‘‘most suitable 
for general application,’’ its use being ex- 
pressly advocated except in some special 
cases where it may be impracticable or in- 
appropriate to include the figures of a par- 
ticular subsidiary in the consolidation. 

In the following year the Committee on 
Company Law Amendment appointed by 
the President of the Board of Trade in 
1943, and familiarly known as the Cohen 
Committee, presented its report recom- 
mending far-reaching amendments to the 
provisions relating to holding companies 
and containing the following comments: 
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“General Principles— 

‘We consider that the accounting infor- 
mation published by the holding company 
to supplement the balance sheet which, as 
a separate legal entity, it publishes, should 
as far as is reasonably practicable include 
information with regard to the financial 
position and results of the group similar 
to that which would be required by statute 
if the business were earried on by a single 
company operating through a number of 
branches. 


“*Consolidated Accounts— 


‘‘There has been < considerable and pro- 
gressive growth in the number of sub- 
sidiary companies: the carrying on of a 
particular branch or activity of a business 
through the medium of one or more sub- 
sidiary companies is, no doubt, often con- 
venient and advantageous but from the 
shareholders’ point of view it has been ac- 
companied in a large number of cases by an 
absence of information as to the financial 
position and results of the undertakings in 
which they are interested. The issue with 
the statutory balance sheet of consolidated 
accounts showing the aggregate assets, lia- 
bilities, reserves and results of tne holding 
company and its subsidiaries is becoming 
more frequent, but there is still a consider- 
able number of holding companies which 
fail to give shareholders the information 
necessary to enable them to form an ade- 
quate view of their interests. There are 
other methods of giving this information, 
e.g. by the issue of the accounts of each 
subsidiary or of combined accounts of sub- 
sidiaries as a whole or in groups; we con- 
sider that the issue with the holding com- 
pany’s accounts of a consolidated balance 
sheet and a consolidated profit and loss ac- 
count combining the figures of the holding 
company with those of its subsidiaries is 
the best means of showing the financial 
position and results of the group as a whole 
and we think the submission of informa- 
tion as to the consolidated position and re- 
sults in this form should be made obliga- 
tory where practicable. 


‘“Cases in which consolidation of accounts 
is inappropriate and in which dates 
of accounts differ— 

**It is unfortunately not practicable to 


impose a general obligation, without any 
exceptions, that all holding companies 


(Continued on page 459) 
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should consolidate with their own accounts 
the accounts of all their subsidiaries. Ex- 
ceptional cases may arise where the con- 
solidation of accounts in whole or in part 
may be impracticable or misleading. The 
accounts of some subsidiaries may not be 
available because, for example, they are 
working in a country torn by civil war; if 
a subsidiary is hopelessly insolvent and the 
holding company, being under no liability 
to meet its debts, is not willing to do so; 
or if the assets of a subsidiary consist 
largely of balances in a foreign currency 
which owing to exchange restrictions can- 
not be transferred, it may be impracticable 
or misleading to include its liabilities and 
assets and results in consolidated accounts. 
There is the further difficulty that the ac- 
counts of companies which are members of 
the same group are not always made up to 
the same date and owing to the consider- 
able diversity of businesses frequently 
carried on by members of the group it 
would not, in our view, be practicable to 
insist upon a common date; for example, 
where the business of a subsidiary company 
is seasonal it is a matter of practical busi- 
ness convenience that the accounts of such 
subsidiary should be made up at a date 
when the results of the season’s operations 
ean be most suitably ascertained. Although 
a divergence in dates may be an obstacle 
to consolidated accounts we feel that in 
many cases no adequate reasons exist for 
the wide divergence which often occurs 
and in our opinion the accounts of many 
subsidiaries (including overseas subsidi- 
aries when air mail facilities are restored 
after the war) could, without inconveni- 
ence, be made up to the dates of the holding 
companies’ accounts or to dates nearer 
thereto than has been the practice or prac- 
tieable in the past, or the dates of the hold- 
ing companies’ accounts might be brought 
closer to those of their subsidiary com- 
panies. We think that where it is not prac- 
ticable to make up the’ accounts to the same 
date, the best solution is to limit the con- 
solidation to accounts which, after the 
necessary adjustments, can be consolidated 
without giving a misleading result. 

‘““The power of control which, we 
suggest, should as a general rule be the de- 
termining factor as to whether one com- 
pany is subsidiary to another, may be ex- 
ercised by a holding company with a 
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minority interest, which may be quite 
small, in the net assets and in the profits 
or losses of a subsidiary. Also, the inter- 
ests of a holding company in the net assets 
and in the profits or losses of one or more 
subsidiaries may in the aggregate represent 
only a very small part of the holding com- 
pany’s own assets and profits or losses. 
We have considered whether in such ecir- 
cumstances holding companies should be 
permitted to exclude accounts of such sub- 
sidiaries from consolidation; although 
there are, no doubt, cases where the addi- 
tional information afforded by consolidated 
accounts would not be of any material im- 
portance, it is in our view impracticable to 
define such cases. 

**An exception to our general recommen- 
dation is, however, we think, desirable in 
the case of exempted banking companies 
and discount companies and in the case of 
assurance companies. It would, in our 
view, be inappropriate for such companies 
to issue consolidated accounts incorporat- 
ing the figures of subsidiaries which carry 
on businesses of an entirely different 
character from the ordinary functions of 
the holding company, where such subsidi- 
aries have been acquired as a temporary 
measure. In such a case we think that the 
Board of Trade should be empowered to 
exempt the banking company, discount 
company or assurance company, as the case 
may be, from the obligation to consolidate 
the accounts of such a subsidiary. 


‘* Power of Board of Trade to alter require- 
ments in particular cases— 

‘*We realise that particular groups of 
companies may experience difficulties in 
giving effect to the provisions as regards 
consolidated accounts the technique of 
which is constantly developing. We ac- 
cordingly suggest that the Board of Trade 
should be given power, similar to that con- 
ferred upon them by section 22 of the 
Assurance Companies Act 1909 in respect 
of the accounts of assurance companies, to 
adapt the requirements of the Act to the 
circumstances of particular companies. 


**Conclusion of the Committee regarding 
consolidated accounts— 

**We propose that the accounts of sub- 
sidiaries should be required as far as prac- 
ticable to be consolidated with, and to be 
made up to the same date as, the accounts 
of the holding company, but that there 
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should be excluded the accounts of subsidi- 
aries which in the opinion of the directors 
of the holding company it would be im- 
practicable or misleading to consolidate. 
The directors of the holding company 
should be required to annex to the con- 
solidated balance sheet a statement of the 
reasons (a) why they consider it imprac- 
ticable to make up the accounts of any sub- 
sidiaries to the same date as that to which 
the accounts of the holding company are 
made up and (b) why they consider it is 
impracticable or would be misleading to 
include in the consolidation the accounts 
of subsidiaries excluded therefrom. Where 
a holding company does not present con- 
solidated accounts the directors should be 
required to annex to the balance sheet a 
statement under (b) (giving the reasons 
why in their opinion it is impracticable or 
would be misleading to include in consoli- 
dated accounts the relative information 
contained in the accounts of any subsidiary 
company). In the case of subsidiary com- 
panies of which the accounts are excluded 
from consolidation, the directors should be 
required to show in the statement the net 
aggregate amount of the profits or losses of 
such subsidiary companies attributable to 
the interests of the holding company so far 
as not dealt with in consolidated accounts 
or in the accounts of a holding company 
which does not annex consolidated accounts 
to its annual accounts, and particulars of 
any qualifications in the auditors’ reports 
upon the accounts of such subsidiary com- 
panies. This statement should be regarded 
as part of the accounts on which the audi- 
tors have to report.’”’ 


In the main, these recommendations were 
accepted as the basis for amending legisla- 
tion passed in 1947 and subsequently con- 
solidated in the Companies Act 1948.4° 

The main provisions of the Act relating 
to holding companies may be summarized 
as follows: 


1. Definition 

A company is a subsidiary company if 
another company is a member of it and 
either controls the composition of its board 
of directors, or directly or indirectly owns 





“Sections 150-154 and Eighth Schedule, paras. 
15-22, 
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more than 50% of its equity share capital. 
A subsidiary of a subsidiary automatically 
becomes a subsidiary of the holding com- 
pany, and a company which is jointly con- 
trolled by fellow subsidiaries is a sub- 
sidiary of the company controlling the fel- 
low subsidiaries. 

A company is a holding company if, but 
only if, another company is its subsidiary. 
2. Financial Statements 

A holding company is required to pre- 
sent to the general meeting at which its 
own balance sheet and profit and loss state- 
ment is presented ‘‘group accounts’’ giving 
‘*a true and fair view of the state of affairs 
and profit or loss of the company and the 
subsidiaries dealt with thereby as a whole 
so far as concerns members of the com- 
pany.”’ 

‘Group accounts’’ must be in the form 
of a consolidated balance sheet and con- 
solidated statement of profit and loss of the 
holding company and all its subsidiaries, 
unless the directors are of the opinion that 
the same or equivalent information would 
be better presented and more readily ap- 
preciated by the shareholders in another 
form. In particular the following alterna- 
tives are suggested: 

(1) Consolidated statements dealing with 
(a) the company and one group of 

subsidiaries ; 
(b) other groups of subsidiaries. 

(2) Separate statements for each of the 
subsidiaries. 

(3) Statements expanding the informa- 
tion about the subsidiaries in the com- 
panies’ own accounts. 

(4) Any combination of these forms. 

Group accounts may be wholly or partly 
incorporated in the holding company’s own 
balance sheet and statement of profit and 
loss. 

3. Group accounts not essential 

Group accounts need not deal with a sub- 
sidiary if the directors are of the opinion 
that : 

(a) it is impracticable ; 

(b) in view of the insignificant amounts 
involved, it would be of no real. value 
to shareholders ; 
it would involve expense or delay out 
of proportion to the value to share- 
holders; 





December, 1950 


Holding Companies—continued 

(d) the result would be misleading; 

(e) the result would be harmful to the 
business of the company or any of its 
subsidiaries ; 

the businesses of the holding company 
and its subsidiary are so different that 
they cannot be treated as a single 
undertaking. 

In the case of (e) and (f) approval of 
the Board of Trade is necessary. If the 
directors are of the same opinion about 
each of the subsidiaries, group accounts 
are not required. If any subsidiary is not 
dealt with in the group accounts, the 
directors are required to state the reasons 
for its exclusion and to present a state- 
ment giving information regarding its 
profits or losses. 

4. Statement required where ‘‘group ac- 
counts’’ not presented 

Where a holding company does not 
present group accounts, a statement must 
be annexed to its balance sheet showing: 
(a) why group accounts have not been 
presented ; 
the net aggregate amount of profits 
less losses of subsidiaries, so far as it 
concerns shareholders of the holding 
company, which has not been dealt 
with by way of dividend or otherwise 
in the accounts of the holding com- 
pany ; and 
the amount dealt with in the holding 
company’s accounts for the year. 

In these cases the respective amounts are 
to be sub-divided to show the amounts re- 
lating to the year under review and pre- 
vious years since they became subsidiaries 
of the holding company. 

5. Financial year of holding company and 
subsidiary 

Except where there are good reasons 
against it, the financial year of the holding 
company and its subsidiaries shall coincide, 
but where the financial year of a subsidiary 
ends on some other date, the ‘‘group ac- 
counts’’ shall deal with the state of affairs 
of the subsidiary as at the end of its finan- 
cial year last before that of the holding 
company. 

6. Information in the balance sheet of the 
holding company 

The holding company’s balance sheet 
must set out separately the aggregate 
amount of its interest in subsidiaries, dis- 


(f) 


(b) 


(c) 
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tinguishing shares from indebtedness, and 
the aggregate amount of the company’s in- 
debtedness to its subsidiaries must be set 
out separately to its other liabilities. 

If any subsidiary holds shares in or de- 
bentures of the holding company, the num- 
ber, description, and amount of these shall 
be shown either by way of note on or state- 
ment attached to the balance sheet. 

Altogether, the provisions relating to 
holding companies in this Act and the 
Eighth Schedule thereto are of a most com- 
prehensive nature, comprising in all ap- 
proximately 3,000 words. 

It is the most advanced legislation that 
has so far been produced, and represents 
a stage in development of the art of finan- 
cial reporting as well as in the develop- 
ment of public opinion towards the need 
for disclosure. Commencing with the 
diffidence displayed by the early writers 
about recommending any particular 
methods of presenting the financial state- 
ments and fears of the harmful effects of 
publicity expressed by so many profession- 
al and other witnesses before the Greene 
Committee, English practice passed 
through the stage of taking up the results 
of subsidiaries into the books of the hold- 
ing company, and has now accepted com- 
prehensive group statements designed to 
present full and fair information in a form 
that may be readily appreciated by the 
company’s members; whether this will be 
followed by further developments only 
time will tell. The accountancy profession 
in England can justly claim most credit 
for the present legislation regarding hold- 
ing companies. 


(c) Developments in Australia 


As in England, little attention was de- 
voted to accounting practices of holding 
companies during the first quarter of this 
century. Australian legislation largely fol- 
lowed the English model, and consequently 
we find no reference to holding companies 
in the Victorian Companies Act of 1928 or 
those of other States, as these were all 
based on English legislation passed prior 
to 1929. 

The lack of information in the financial 
statements presented by some holding com- 
panies at that time is exemplified by the 
balance sheet of one large holding company 
published in Victoria as recently as 1938, 
in the following form: 
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BALANCE SHEET 


Liabilities 
£ s. d. 
1,430,173 0 0O 
59,038 10 5 
566,461 19 10 


Paid-up Capital 
Premium on Shares 
General Reserve 
Profit and Loss— 
As per annexed 
account .. £192,597 
Less interim 
dividend paid 
June 1, 1938 35,754 6 6 


— 
go 


ol 
to 


156,843 
Creditors— 
Amounts due to 

Associated 


Companies 51,713 17 3 
GE «. «6 300 0 0 
Provision for ~ 

taxation re 4,962 6 7 


56,976 3 10 





£2,269,492 19 3 





Assets 


Investments at valuation— 

Shares and investments in 
manufacturing and _ general 
merchandise companies in 
Australia, South Africa, New 


Zealand, and England .. 2,269,492 19 3 





£2,269,492 19 3 





PROFIT AND Loss ACCOUNT 


£ s. d. 
107,262 19 6 


57,097 2 5 


To Dividend paid 1/12/1937 
Transfer to General Reserve 





£164,360 111 





=e parectors’ Foose .. «.. «- 300 0 0 
Secretarial, Accountancy, and 
Audit Fees ce eh Bus 1,100 0 O 
Printing and Stationery os 43 16 7 
General Expenses .. —- 129 0 1 
Balance Down ce) ge San 137,747 8 5 





£139,320 5 1. 








To Balance—Profit .. .. .. 192,597 11 8 





£192,597 11 8 





The directors’ report states that ‘profits 
earned within Australia show a shrinkage 
of £7,516/16/9, and further that ‘‘reports 
and accounts from associated companies 
show that the volume of trade done was the 
largest in their history and shareholders 
are again assured that their financial posi- 
tion and soundness are undoubted.’’ This 
company was listed by the Stock Exchange 
of Melbourne prior to 1925, when the Aus- 
tralian Associated Stock Exchanges first 
introduced regulations relating to holding 
companies, providing that any company 
applying to be listed must agree to publish 


£ s. d. 


By Balance as per last Balance 
Sheet 7a ee. 9s ae 164,360 1 11 





£164,360 111 





By Income earned within the 
Commonwealth of Austra- 
nwo a as a eS 7 





£139,320 5 1 





ol 


By Balance Down pal aie 137,747 8 
Income earned outside the 
Commonwealth of Austra- 


ee a fe a Yaaes Bes 54,850 3 3 





£192,597 11 8 





with its financial statements separate state- 
ments for any company in which it held a 
controlling interest. 


In 1927 the Associated Stock Exchanges 
altered the regulations to provide that 
where a company controlled more than one 
subsidiary aggregate financial statements 
for all subsidiaries should be published. 
Subsequently the Exchanges again amen- 
ded the holding company requirements, al- 
lowing companies the option of presenting 
with the parent company’s statements 
either— 
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Holding Companies—centinued 

(a) separate financial statements of each 
subsidiary, or 

consolidated statements of the parent 
company and its subsidiaries, ‘‘elimin- 
ating all inter-company transactions 
and containing a statement of the total 
losses (if any) of the subsidiary com- 
pany or companies,’’ and disclosing in 
any such consolidated statements ‘‘the 
extent of the interest of the outside 
shareholders in capital, reserves and 
profits.”’ 

These regulations are interesting, as they 
show that the Stock Exchanges were first 
in the field in providing for disclosure of 
the operations of subsidiary companies. 
Their 1925 regulations were in advance of 
English legislation passed four years later, 
and their later regulations were an import- 
ant factor in shaping the course of legisla- 
tion enacted in Victoria in 1938. 

The first Companies Act placed on the 
Statute Book in any State subsequent to 
the English Act of 1929 was the Queens- 
land Companies Act 1931, and this repre- 
sents the first effort at legislative control 


(b) 


of the accounts of holding companies in 
Australia. 
Although 
been found to be totally inadequate to meet 
the purpose for which they were intro- 


the English provisions had 


duced, they were repeated in identical 
terms in the Queensland Act. Similar pro- 
visions were also included in the South 
Australian Act of 1934 and the New South 
Wales Act of 1936. In South Australia 
the Act was amended in 1935 and again in 
1939, but these provisions still remain un- 
altered in those three States, where a hold- 
ing company may still comply with the law 
by attaching to its balance sheet a state- 
ment in such vague terms as the following: 

‘‘The profits of subsidiaries have been 
dealt with in the accounts of this company 
to the extent of the dividends received, but 
the losses of subsidiaries have not been 
taken into this company’s statements, as 
they have been fully provided for in the 
accounts of the subsidiaries.’’ 

In Victoria, revision of Company Law 
commenced to receive attention in the late 
1920’s. The Companies Act of 1928 was 
largely a consolidation of existing legisla- 
tion which contained no direct reference 
to holding companies. In 1929 a draft Bill, 
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prepared by Sir Leo Cussen, received con- 
sideration by various bodies interested in 
company legislation. A joint committee 
representing the Australasian Institute of 
Secretaries, Commonwealth Institute of 
Accountants, Federal Institute of Account- 
ants, Institute of Chartered Accountants in 
Australia, and The Stock Exchange of Mel- 
bourne, prepared a joint report on the 
‘*Cussen Draft’’ Bill and presented this 
to the Government in May, 1935. 


The ‘‘Cussen Draft’’ included provisions 
relating to the accounts of holding com- 
panies identical in terms with those in the 
English Companies Act 1929. The ‘‘joint 
report’’ drew attention to the ineffective- 
ness of these provisions, quoting the views 
of eminent English authorities, and recom- 
mended that the provisions should be 
amended to comply with the regulation of 
the Stock Exchange of Melbourne, reading 
as follows: 

‘‘That if any company has a controlling 
interest in another company, it shall, with 
its own balance sheet, furnish shareholders 
with the latest balance sheet and profit and 
loss account of the subsidiary company. 
In the event of the company having a con- 
trolling intetest in more than one sub- 
sidiary, a consolidated balance sheet and 
profit and loss account of the subsidiary 
companies may be provided.”’ 

In addition, it recommended that the 
total losses (if any) of subsidiary com- 
panies should be shown. 

A Companies Bill introduced into the 
Legislative Assembly and circulated in 
1936 included the recommendations of the 
joint committee. An ‘‘all parties’’ commit- 
tee of members of the Legislative Assembly 
was then set up to consider the Bill, and 
in 1937 a further Bill was introduced 
which also included the provisions recom- 
mended by the joint committee, with the 
proviso that the accounts of subsidiary 
companies incorporated outside Victoria 
might be in the form in force in their coun- 
tries. 

However, the views of the joint commit- 
tee were not unanimously accepted by the 
accountaney profession or by the Law 
Institute. The State Council of the Insti- 
tute of Chartered Accountants in Australia 
issued a report strongly criticising the pro- 
posals and supporting the provisions em- 
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bodied in the English Act, which they con- 
sidered ‘‘amply suffice to give the investor 
all the protection that is required.’’ The 
Law Institute also opposed the proposals 
in a report sent to the Government. 


The Act, passed in 1938, contained the 
following provisions: 

‘*Where a company (in this section re- 
ferred to as ‘the holding company’) holds 
shares either directly or through a nominee 
in a subsidiary company or in two or more 
subsidiary companies: 

(a) there shall be annexed to the profit 
and loss account of the holding com- 
pany— 

(1) a separate profit and loss account 
for each subsidiary company 
drawn up in the manner pre- 
seribed by the Act for a profit 
and loss account; or 
a consolidated profit and loss ac- 
count of the holding company 
and of its subsidiary companies 
drawn up as nearly as may be in 


the manner prescribed by the Act 
for a profit and loss account and 


eliminating all inter - company 
transactions—and in addition a 
statement showing the total losses 
(if any) of the subsidiary com- 
pany or companies; and 
(b) there shall be annexed to the balance 
sheet of the holding company— 

(1) a balance sheet of each subsidiary 
company drawn up in the manner 
prescribed by the Act for a bal- 
ance sheet; or 
a consolidated balance sheet of the 
holding company and of its sub- 
sidiary companies drawn up as 
nearly as may be in the manner 
prescribed for a balance sheet and 


(2) 
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eliminating all inter - company 
transactions.’’ 

It also provided that where the subsidi- 
ary company is a company incorporated 
outside Victoria it shall be sufficient if the 
separate profit and loss account and the 
separate balance sheet are in such a form 
as is required by the law in the country or 
State where the subsidiary company is in- 
corporated ; and the provisions relating to 
consolidated profit and loss accounts and 
balance sheets shall be read and construed 
with any necessary adaptions. 

This legislation thus represented a strong 
attack on the problem of minimum stan- 
dards for holding companies’ financial 
statements, and appears to have worked 
satisfactorily in practice, for the various 
difficulties forecast by the opposition have 
not proved insurmountable, nor is there 
any evidence to suggest that the statements 
issued by holding companies have been mis- 
leading or that the interests of shareholders 
have been in any way prejudiced by ‘‘un- 
necessary disclosure of the internal work- 
ing of the company.’’ *! 

The Western Australian Companies Act 
of 1943 contains provisions identical with 
those in the Victorian Act. In those two 
States holding companies must therefore 
publish either consolidated profit and loss 
statements and balance sheets or, alterna- 
tively, supplement the financial statements 
of the holding company with separate 
profit and loss statements and balance 
sheets of each subsidiary. Where there are 
several subsidiaries, the alternative is 
likely to be impracticable, but, in other 
eases, it provides a useful method for use 
in circumstances in which it is thought by 
directors that consolidated statements 
would be misleading. 

In Tasmania the Companies Act, passed 
in 1920 and still in force, makes no refer- 
ence to holding companies. 





“ From a report by the State Council of the Vic- 
torian Branch of The Institute of Chartered Ac- 
countants in Australia, issued in 1937. 
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A SURVEY OF OFFICE EFFICIENCY 


K. C. Keown 


Head, School of Accountancy 


(A report on a lecture delivered to the Office Management Exhibition and Conference 


, Melbourne Technical College 


> 


conducted by the Australian Institute of Management in Melbourne, 11-13 July 
1950. The check list printed at the end of this article was circulated to all attending 
the lecture.) 


Business men have for long paid a great 
deal of attention to the efficiency with 
which their manufacturing 
have been carried on, and a whole sector 
of management is devoted to their critical 
appraisal. The science of cost accounting, 
with its associated and allied techniques 
of budgetary control, standard costs, and 
motion and time study, has been de- 
veloped to enable management to con- 
tinually survey the manufacturing opera- 
tions of business and determine the effi- 
ciency with which they are being con- 
ducted. 

Unfortunately this same critical ap- 
praisal has not been made of the other 
functions of business, namely, selling, dis- 
tribution, administration, and finance. 
With the increasing cost consciousness of 
Australian business men and with the 
growing need to control costs, it is sug- 
gested that those responsible for the con- 
duct of business affairs should direct at- 
tention to the efficiency of all aspects of 
business. This discussion is devoted to a 
suggested appraisal of the effectiveness 
of a part of one of the functions of busi- 
ness, namely, the office, and in the precis 
following this article is set out, in very 
broad outline, a programme of an office 
efficiency audit. 

To assess the effectiveness of an office, 
we should look at three aspects: 

(1) The people comprising the office 
staff. 

The environment in 
work. 

The way in which their work is 
organised and carried out. 

The first of these, the office staff, is, of 
course, of very great importance, but a 
proper treatment of the facts to be looked 
for in assessing the ability of the staff 
would properly require a separate lecture, 


which they 


(2) 
(3) 


operations , 


and it is proposed to devote this dis- 
cussion to the other two factors. It is 
necessary, however, to say this about any 
attempt to assess the effectiveness of an 
office worker—two questions should be 
asked: 

(1) Is he or she possessed of the neces- 

sary aptitude for the work? 

(2) Is he or she properly trained for 

the work? 

Means are readily available in Australia 
for testing the aptitude of office workers 
and also for training workers for any job 
in an office. Business men should avail 
themselves of the opportunities of apti- 
tude testing and training wherever 
possible, and emphasis should be placed 
on a continuous programme of training 
office staff, and reliance should not be 
placed entirely on the training which has 
been given to a worker before entering 
the organisation; rather training should 
be regarded as a continuous process. 

This discussion is therefore to be 
devoted almost entirely to the office en- 
vironment, and the organisation and 
execution of the work. To deal first with 
environment; this is best studied under 
the headings of: 

(1) Layout and design of the office. 

(2) Lighting of the office. 

(3) Colours used in the decoration of 

the office. 

(4) Freedom of the office from disturb- 

ing noise. 

The first of these requires that the 
office should be so laid out that it facili- 
tates the flow of work. A great deal of 
attention has been paid by business execu- 
tives to the layout of a factory so that 
unnecessary movement is obviated and 
time and energy is saved, but too little 
attention has been paid to doing the same 
thing for the office. This, of course, is of 
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A Survey of Office Efficiency—continued 

the greatest importance. Most businesses 
are now spending a great deal of their 
money on equipping the office with ac- 
counting and other machines, but too few 
business men have asked whether the 
office is so laid out that work flows 
through it to the machines in an efficient 
manner. Allied to this question of design 
and layout of the office is that of the 
design of office furniture. The furniture 
and equipment used should be functional 
in design and made to fit the task that 
it has to perform. The conventional rect- 
angular, flat-top table is not suitable for 
all desks in the office, and many special- 
ised forms of table are now being made. 
Similarly, tests have shown that the seat- 
ing available to office staffs can have an 
important effect upon the conservation of 
energy, and consequently chairs should be 
so designed that they are comfortable 
and provide seating which is restful and 
facilitates the carrying out of the opera- 
tions of the office worker. 


The lighting employed in the office is 
most important. Tests have revealed that 
the efficiency of office workers is greatly 
impaired when the lighting is poor. The 
General Electric Company of America 
earried out exhaustive tests on this aspect 
of office organisation, and they have 
shown that the productivity of steno- 
graphers transcribing shorthand has in- 
ereased 10-20% when good lighting was 
substituted for poor. Natural lighting is, 
of course, the better, and this should be 
one of the factors taken into considera- 
tion when the layout of the office is being 
planned. Not only should the office be 
divided so that as many rooms as possible 
have natural lighting, but desks should be 
so arranged that the head or hand of 
the offiee worker does not obstruct the 
natural lighting available. 


Allied to the lighting of the office is its 
colour. It is only now coming to be 
realised that colour has an important 
function apart from that of making the 
office look pleasant. Scientific tests have 
established that the use of soft colour in 
the decoration of the office tends to relieve 
tension and hence promote efficiency. The 
right use of colour can be an aid in im- 
proving lighting—a ceiling painted in a 
drab, light-absorbing colour will materi- 
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ally reduce the effectiveness of the light- 
ing. Colours can also be used to change 
the apparent proportions of a room—for 
example, high ceilings can be lowered in 
effect when painted in a shade darker 
than the walls; a long, relatively narrow 
corridor, if painted in light colours, will 
not appear to be so narrow, and also the 
colour used will help make the best use 
of the light which is available. 
The last factor we consider in studying 
the environment of the office worker is 
that of noise. It is now known that noise 
interferes with the efficient carrying out 
of office work. It can exact a great deal 
from the nervous system of manual 
workers and “make concentration upon 
their work very difficult. Contrary to 
general belief, the magnitude of sound is 
not necessarily a measure of its irritating 
effect; a subdued noise, if persistent, can 
result in irritation and loss of efficiency. 
Hence attention should be paid to seeing 
that office machines are segregated from 
those sections of the office whose workers 
require to concentrate closely on their 
work. This aspect of office efficiency has 
been given a great deal of attention in 
America, and the following benefits and 
savings secured from the installation of 
acoustic materials in a large office are 
quoted from the American Bankers Ser- 
vice Bulletin. The case is that of Aetna 
Life Insurance Company, of Hartford, 
Connecticut, U.S.A. The company in- 
stalled acoustic materials on the ceilings 
and walls of the office, and during a two 
years and four months’ study the follow- 
ing benefits and savings were discovered : 
(1) Noise level was reduced 144%. 
(2) Efficiency of employees, measured 
by output of work, was increased 
8.8%. 

(3) Typistes’ errors reduced by 29%; 
machine operators’ errors reduced 
by 52%. 

(4) Staff turnover decreased by 47%. 

(5) Staff absences decreased by 373%. 

Where it is discovered that the noise 
level in an office is undesirable or is sus- 
pected of interfering with the efficiency 
of office workers, it is desirable to con- 
sult an architect specialising in acoustic 
work, and if he thinks it necessary install 
acoustical tiles on the ceilings and, if the 
noise level is unduly high, on the walls. 
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A Survey of Office Efficiency—continued 

Those are the things to which particular 
attention should be paid in auditing the 
environmental factors which can produce 
the effectiveness of the office staff. The 
remainder of this discussion must be 
devoted to a study of the things affecting 
office organisation and operations. For 
this purpose, we shculd study the follow- 
ing three factors: 

(1) Office communications, 

ternal and external. 
(2) Office records. 
(3) The accounting system. 


both in- 


Inter-office communication is not a 
problem in a small office, because most of 
the staff will be regularly in touch with 
one another and oral communication will 
suffice. However, when the office grows 
in size inter-communication becomes a 
problem of the first importance. Without 
it work is delayed, valuable time is 


wasted, tempers are frayed, and the re- 
sulting loss in efficiency may be very 
serious indeed. Attention should be paid 
to the installation of inter-office telephone 
system equipment with call devices so 


that executives who move about the 
establishment may be readily located. 
Written inter-office communication should 
always be kept to a minimum; particu- 
larly is this so when we have a scarcity of 
typistes, but apart from that the need for 
written inter-communication should not 
be very great. Oral communication to 
executives and department heads should 
suffice for all but the most important mat- 
ters. 

The need for proper external communi- 
cations should not need stressing. Every- 
one realises the importance of an efficient 
telephone service, but it is not generally 
realised how important is the correspon- 
dence of a business. Good correspondence 
ean be an effective advertisement, and 
more attention should be paid to the form 
and content of all letters. In an effort to 
save time and energy and attain a high 
standard of letter writing, routine corres- 
pondence should be reduced to standard 
“form” letters, or, if this is not possible, 
at least “form” paragraphs should be in- 
troduced. 


The problem of external communication 
is inseparably bound up with the problem 
of the stenographic department. Good 
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correspondence presupposes an efficient 
staff of stenographers. This is undoubted- 
ly one of the most serious problems facing 
office management at the present time, 
and great attention should be paid to it. 
It seems that now only the most senior 
executives can have private secretaries; 
all other persons requiring stenographic 
services must rely on a general pool. Con- 
sideration should also be given to the in- 
stallation of dictating machines so that 
valuable stenographic services can be 
saved. On this point, the findings of the 
Thomas A. Edison Company, the manu- 
facturers of the “Ediphone,” are of in- 
terest: 

In a work day of 480 minutes, sec- 

retaries and stenographers, using short- 

hand and working under the decentral- 
ised plan, spend their time, on the 
average, as follows: 

11% taking dictation 

18% transcribing dictation 

18% eopy work 

45% clerical 

5% non-productive 

3% absent. 

Under a centralised plan, using die- 

tating machines, the time was spent as 

follows: 
91% 
1% rest 
3% 

In the majority of cases where cen- 

tralisation took place, the clerical and 

copy work which the shorthand steno- 
grapher was performing could be 

assigned to other clerical workers on a 

lower salary scale. 

A great deal of money and fime ean be 
wasted in the compilation and storing of 
office records; constant attention should 
be paid to the records which are kept in 
an office, and continually executives 
should ask of the records kept: Are they 
really necessary? Are they being used? 
If it is found that the records kept are 
necessary and are being used, then atten- 
tion should be paid to the way in which 
records are prepared. Are they being pre- 
pared in the most economical fashion ?— 
and in this connection the possibility of 
introducing forms on which to record the 
information necessary should be explored. 
Finally—and because of the scarcity of 


transcribing 


absent. 
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A Survey of Office Efficiency—continued 

office accommodation this is very import- 
ant—how long should records be kept? It 
is desirable for a schedule to be prepared 
showing the length of time that the 
various records maintained by a business 
should be kept, and the standards estab- 
lished in this schedule should be rigidly 
adhered to. 

Finally, in a discussion of the office 
organisation and operations, it is neces- 
sary to pay particular attention to the ac- 
counting system of a business. It is in the 
accounting system that the greatest possi- 
bilities of waste exist; not only is the ac- 
eounting staff the highest paid in the 
office, but inefficiency in the accounting 
staff can lead to serious loss elsewhere; 
for example, a poor system of rendering 
statements of account to debtors can 
result in delays in payment, and hence in 
the efficient use of the working capital 
of the business, which will result in the 
unnecessary payment of interest. 

As most accounting systems are highly 
specialised and are designed to serve 
functions of a particular business, it is 
not possible in a survey of this nature to 
do other than indicate general lines of 
enquiry. However, the accounting system 
should be studied from two points of 
view : 

(a) The recording side of the account- 

ing system. 

(b) The reporting function of the sys- 

tem. 

In the check list following are set out 
some questions which should indicate 
possible lines of investigation regarding 
the economy and effectiveness of the ac- 
counting records. Recording should be 
kept to a minimum consistent with 
records which are adequate to the needs 
of the business; in particular, business 
men should ask whether it is necessary 
to have a creditors’ ledger and a purchase 
ledger, and whether or not. a voucher 
register would suffice for both records. 
The installation of the voucher register 
system will normally effect a very con- 
siderable saving in accounting for the 
purchases of the business. 

Similarly, wherever possible, the slip 
system of posting to ledger accounts 
should be instituted; this will normally be 
found to be most efficient in connection 
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with the sales ledger. The debtors’ state- 
ments which are prepared each month by 
most businesses can result in a great deal 
of the business. Attention should there- 
rather high pressure, and if delays occur 
in their preparation and posting, waste 
can occur, as indicated earlier in this 
article, in the use of the working capital 
of the business. Attention should there- 
fore be paid to have debtors’ statements 
prepared and posted with the minimum of 
delay. In this connection, a system of 
eyele billing and cycle mailing, wherein 
the debtors’ ledgers of the business are 
divided into sections which are balanced 
at different dates during the month, will 
save the peaks and depressions which are 
usually associated with this side of the 
office work. Also in this connection, it 
should be unnecessary to stress the desir- 
ability of introducing machines to record 
the transactions with debtors. 


The other aspect of the accounting sys- 
tem which should be investigated is that 
of reporting. The possible lines of enquiry 
are indicated in the check list following, 
and particular attention should be paid to 
the necessity for all the accounting re- 
ports which are prepared, as quite fre- 
quently insufficient use is made of the 
reports, and their preparation is conse- 
quently a waste of both time and money. 


Finally, it is necessary to point to the 
possibility of efficiency and economy sur- 
veys such as the one which is suggested 
in this article being conducted in all fune- 
tions of the business. Where an internal 
audit system is operating and a separate 
staff is maintained for internal audit 
work, the conduct of economy and effici- 
ency surveys should become part of this 
work. Internal auditing has advanced far 
beyond its original function of checking 
the honesty and accuracy of the office 
staff, and it has now become a tool in the 
hands of management with which the 
efficiency of the business may be assessed. 
Consequently, it is suggested that the in- 
ternal auditing staff periodically carry 
out surveys of this nature and report the 
results of their findings to the senior 
executives of the business. It is felt that 
a considerable increase in business effici- 
ency would result from the conduct of 
such surveys. 


(Continued on page 468) 
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A CHECK LIST FOR AN OFFICE EFFICIENCY AUDIT 
Some questions every business man should ask about his office 


Layout and Design of Office 

Are the desks placed so as to obtain 
most benefit from natural light? 

Is the artificial light adequate? The 
General Electric Company -recommends 
the following as being adequate lighting 
for the office: 

Foot-candles _ Area 
5 Corridors and stairways 
10 Reception room 
10 Vaults 
10 Conference rooms 


20 Mail sorting 
20 Filing and index references 
20 Intermittent desk work 
30 Detailed desk work 
30 Bookkeeping and accounting 
30-50 Stenographic work 
30-50 Drafting 
30-100 Operating office machines 


Is the artificial light so placed as not 
to cast a shadow from the head or hand 
of the occupant? 

Are the desks so placed that the flow 
of work is facilitated? 

Are there adequate passageways be- 
tween the desks? 

Would the open type of office be more 
suitable than the present many-parti- 
tioned design? 

Are the staff whose work requires con- 
centration protected from the noise of 
typewriters and other office machines? 


Office Intercommunication 

In a small office intercommunication is 
not a problem—most of the people will be 
regularly in touch with one another and 
oral communication will suffice. When 
the office grows in size, however, inter- 
communication becomes a problem of the 
first importance; without efficient inter- 
communication, work is delayed, valuable 
time is wasted, tempers are frayed, and 
the resulting loss of efficiency can be very 
serious indeed. 

1. Would the installation of a messen- 
ger service from desk to desk or depart- 
ment fo department, making regular calls 
throughout the day, enable the clerical 
staff to remain seated at.their desks and 
not waste time and energy in making de- 
liveries? 

2. Would the installation of an auto- 
matic inter-office telephone system save 
the time of expensive executives? 





“call” 
system save time in searching for execu- 
tives who move about the establishment? 


3. Would the installation of a 


4. Are the written office communica- 
tions as brief as possible? Could any of 
them be reduced to form letters? 


Mails and Correspondence 

Is the inward mail opened, sorted, and 
distributed with least possible delay? 

Should the mail-sorting and opening 
staff commence at an earlier hour so that 
office staff may start their work early? 

Does the volume of our mail warrant 
the installation of a mail-opening device? 

Is there an adequate system of record- 
ing the receipt and disposition of incom- 
ing mail? 

Is there a system of following up in- 
ward correspondence which requires a 
reply? 

Is there a system of checking that all 
correspondence is eventually placed in the 
files? 

Are outgoing letters collected and des- 
patched as soon after signing as is 
possible ? 

Does the volume of outward mail war- 
rant the installation of a letter-franking 
machine? 

How much of the correspondence could 
be reduced to standard form letters, or 
if not form letters, at least form para- 
graphs? 

Is any of our correspondence useless? 
Could better results be achieved with oral 
communication ? 


Office Records and Filing 

Are all the records necessary? 

Do the records accomplish the purpose 
desired ? 

Are the records used? 

Are the records compiled in the most 
economical fashion? 

Could expense be saved by the use of 
more standard forms in compiling 
records? 

Is the system of classification adequate 
for all the needs of the business? 

How many of our records could be dis- 
pensed with? 

Stationery and Office Supplies 

There are many possibilities of waste in 
the use of office stationery. The first of 
the possibilities of waste lies in the buy- 
ing and keeping of too much stock, which, 
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A Survey of Office Efficiency—continued 

with the high cost of many items now 
being used, can result in the unnecessary 
tie-up of perhaps hundreds of pounds of 
working capital. The keeping of excessive 
supplies also involves the possibility of 
loss through deterioration and pilfering. 
The second possibility of waste lies in the 
wasteful consumption of stock, and there 
should be a watch kept that issues are 
properly controlled. 


The control of this item of expense will, 


of course, not be of major importance in 
a small office, but it can be the cause of 
much waste in a large organisation. 

Is as little stock as possible kept on 
hand? A comparison of monthly usage 
with amount on hand will be a useful 
check. 

Is the stock-keeping system such as 
enables the saving of space, time, and 
energy and avoids deterioration of the 
stationery while kept in stock? Is the 
stock properly binned and classified? 

Is the storeroom centrally located? 

Does the storeroom occupy space which 
could more profitably be used by another 
section of the office, and the storeroom 
located in an area less adapted for cleri- 
cal work? 

Are issues of stock properly controlled? 
This involves having a limited number of 
people authorised to draw from stock, 
and the times at which and the quantities 
in which stock is issued regulated. 


Stenographic Work 

The trend in the organisation of the 
stenographic work of a business seems to 
be away from the situation where every 
executive had a private secretary, to that 
where only the most senior executives 
have a secretary and all other steno- 
graphers are located in a central “pool” 
or department. With the current shortage 
of trained stenographers it seems that 
greater efficiency will be obtained from 
the centralisation of stenographic activity. 

Consideration should also be given to 
the possibility of introducing dictating 
machines to save valuable and scarce 
stenographic service. 

In trying to assess the efficiency of the 
stenographic services of a business, the 
following questions should be asked: 

Do the private secretaries have much 
unoccupied time which might be used in 
some other activity of the business? 

Do the highly-qualified members of the 
stenographic staff spend much of their 
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time on copying work which might be 
done by less competent members of the 
staff? 

What is the average cost of producing 
a letter? A check over a period of a week 
should suffice. 

Should we instal dictating machines? 


Survey of Office Machine Utilisation 


Does a simple time study over, say, a 
week reveal that all typewriters and add- 
ing machines are required? 

How many of the machines studied in 
the first question are “convenience” 
machines and could be replaced by one or 
two kept for general use in some central 
part of the office? 

Is there an adequate maintenance pro- 
gramme for all office equipment? 

Is the maintenance programme carried 
out? 


Accounting 


It is in the accounting system of the 
business that the greatest possibilities of 
waste exist. Not only is the accounting 
staff the highest paid in the office, but 
inefficiency here can lead to serious loss 
elsewhere. As most accounting systems 
are highly specialised and are designed to 
serve the needs of a particular business, it 
is not possible in a survey of this nature 
to do other than indicate general lines of 
enquiry. 


Recording 


Is a creditors’ ledger necessary? Would 
a voucher register suffice? 

Is the sales journal necessary? Could 
the ledgers be posted direct from the 
copies of the invoices? 

Is the cash receipts book necessary? 
Could the duplicates of the receipts be 
used instead? 

Similarly with cash payments—would 
earbon copies of the cheques serve in- 
stead? 

Are the debtors’ statements despatched 
with the least possible delay? How soon 
after the close of the month are they 
mailed? 

Would a system of cycle billing and 
mailing expedite despatch and save peaks 
and depressions in the load of office work? 

Would the imtroduction of machines 
save delays and cut down clerical costs? 

How much does it cost to prepare an 
invoice? Does the clerical cost of prepar- 
ing the invoices warrant credit sales of 
small value being made? 
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A Survey of Office Efficiency—continued 
Reporting 

How soon after the close of an account- 
ing period are the reports issued? Could 
this time be shortened? 

Are the reports read by those who re- 
ceive them? A method of checking on this 
is to sometimes issue a report with a vital 
page missing. If there is no request for 
it, the report is probably not read. 

How much does it cost to prepare each 
report? 

Are all the reports prepared really 
needed ? 

Dr. H. A. Hopf, speaking before the 
Office Management Association of Chicago, 
suggested the following method to elimi- 
nate useless reports: 

“Here is a method, thoroughly tested in 
practice, of eliminating unnecessary cleri- 
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cal work. After ascertaining as accurately 
as possible the total costs involved in the 
preparation of reports deemed to be un- 
necessary, the office manager should 
quietly affix to the top page of each such 
report a large label imprinted in red with 
the following text: ‘The cost of prepara- 
tion of this report is dollars per 
month. Do you wish it continued and this 
cost charged to your department?’ All 
he need do while the reports make their 
rounds through the office is to sit back 
and await results. They may be slow in 
coming, but sooner or later they are 
bound to present themselves, for the 
psychological effect of the label is well- 
nigh devastating.” 

Could the accounting reports be pre- 
pared in a more condensed form? 











OBITUARY 
THOMAS FRANCIS BRENNAN 


Members of the Institute throughout Australia will be extremely sorry to learn 
ef the death, on 14th October, 1950, of Mr. Thomas Francis Brennan. 

Mr. Brennan was admitted to the Institute in 1898, and soon came into promi- 
nence in Institute affairs as an advocate of non-practising accountants. His earnest 
work on their behalf led to his election to the Council of the Incorporated Institute 
of Accountants, Victoria, in 1909. During the following difficult years, he greatly 
contributed to the establishment of the Institute as a body comprising all sections of 
the profession. He was Vice-president of the Victorian Institute in 1914 and Presi- 
dent in 1918 and 1919. Later, when the Institute was organised on a Commonwealth 
basis, he was State Vice-president of the Victorian Division in 1929 and 1930 and 
State President in 1931. Mr. Brennan also took an active interest in the Students’ 
Society, and was President during the years 1916-17 and 1917-18. 

Mr. Brennan was elected one of the representatives of the Victorian Division on 
General Council in 1937. During the following twelve years he served the Institute in 
many capacities, including that of President in 1942 and 1943 and as Honorary 
Treasurer from 1947 to 1949. In 1939 he attended the Convention of the New Zea- 
land Society of Accountants at Wellington as the official delegate of this Institute. 
From 1942 he represented the Institute on the Board of Directors of the Accountants’ 
Publishing Company Ltd., and from 1943 he represented the Institute on the Council 
of the Melbourne Chamber of Commerce. By assuming responsibility for the admin- 
istration of the Institute during the war years, he enabled its services to be main- 
tained. In 1945 the distinction of life membership was conferred on him in recog- 
nition of his outstanding services to the Institute. 

Mr. Brennan retired from General Council at the end of 1949, but continued as 
a member of the Victorian Divisional Council until the time of his death. Thus, 
throughout the greater part of his life, he gave his services unsparingly to the pro- 
fession generally and to this Institute in particular. 

Mr. Brennan, who was Comptroller of Accounts of the Victorian Railways from 
1914 to 1936, was highly respected in the community as a distinguished public servant 
and for his contribution to the welfare of his fellowman in numerous directions. His 
sincerity of purpose, his human understanding, and his kindly manner will be par- 
ticularly remembered by all those with whom he came into contact. 

Through his death the Institute loses a distinguished member, and both General 
and Victorian Councils a valued colleague and a warm friend. 
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CURRENT PROBLEMS DISCUSSED IN 
OVERSEAS JOURNALS 


COST ACCOUNTING 


A number of interesting articles on as-. 


pects of cost accounting have come under 
notice this month. The Accountants’ Maga- 
zine (Edinburgh), June, includes a lecture 
for students, by George W. Band, on 
**Standard Cost Accounting.’’ The lecture 
is illustrated by an example of the use of 
standard costs in an industry converting 
woollen yarn to cloth. In the illustration, 
the conventional manufacturing and trad- 
ing accounts are discarded, and are re- 
placed by stock control accounts and pro- 
duction accounts. 


An article by Willis T. Windle in Cost 
and Management (Canada), May, entitled 
‘‘Function of Accounting Controls for 
Management,”’ is a series of descriptions of 
management problems of a manufacturing 
concern, and the ways in which accounting 
helps in finding solutions. The main prob- 
lems dealt with are rising inventoriés, ex- 
cessive accounting and credit costs in dis- 
tribution, and unfavourable trends in vari- 
ations from budget. 


A philosophical discussion by Harry E. 
Clayton of the purposes of cost accounting 
appears in The Canadian Chartered Ac- 
countant, May. Mr. Clayton examines the 
uses of cost accounting as: 

(i) an aid to prompt preparation of 
financial accounts; 

(ii) an aid to price determination; 

(iii) comparisons of planned costs with 
actual costs, as a check on effici- 
ency ; 

(iv) an aid to studies of the behaviour 
of costs under changed conditions. 


In The Cost Accountant, June, A. H. 
Marshall describes opportunities for cost 
accounting in local government, and appli- 
cations of the standard cost principle. Cost 
accounting is useful in trading activities 
and in the analysis of service costs per unit 
of service; particular applications of stan- 
dard costing are in accounts relating to the 
production of meals, road building and 
maintenance, and house building. R. Glen- 
dinning, in The Cost Accountant, June, 
discusses the function of the accountant in 


large-scale industry. The subject is dealt 
with under the main headings of technical 
functions, including pure accounting and 
control of operations, and management of 
staff. Mr. Glendinning maintains that 
‘there is no possible method of control 
[of large-scale organisations] other than 
through the regular and speedy provision 
of cost and statistical information.’’ 

In The Accountants’ Journal (N.Z.), 
June, H. W. Martin on ‘‘The Administra- 
tion of the Budget,’’ is the fourth and last 
of a series of lectures to students on the 
subject of preparing and administering a 
budget. This lecture deals with: 

(a) measurement of progress from 
time to time; 

(b) comparison of actual results with 
budget; and 

(ec) provision for corrective measures. 

An article by L. W. Bolton in The Cost 
Accountant, June, entitled ‘‘Cost Account- 
ancy in Agriculture,’’ is a short description 
on the use of costing and methods of cost 
accounting in a medium or large-scale 
farming enterprise. 

A particularly interesting article on 
‘*Marginal Costing,’’ by Adolph Matz, ap- 
pears in The New York Certified Public 
Accountant, June. Mr. Matz believes that 
marginal costing supersedes standard cost- 
ing, and is higher on the scale of costing 
method. Confusion arises from the common 
use of the expression ‘‘over- or under- 
absorbed burden’’ in the attempt to explain 
fluctuating results. Under marginal cost- 
ing, costs are classified as direct material, 
direct labour, and variable costs. The ad- 
vantages of marginal costing are: 

(1) The fluctuating element of costs is 
eliminated. 

(2) The controversy regarding normal 
cost is avoided. 

(3) Unecontrollable expense is elimin- 
ated from departmental budgets. 

(4) Greater use can be made of stan- 
dard cost accounting systems. 

(5) The monthly profit and loss ac- 
count is made of real use to man- 
agement. 


(Continued on page 473) 
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Current Problems in Overseas Journals—contd. 
(6) There are greater returns for the 
clerical cost of accounting. 
On the other hand, there are some disad- 
vantages. Marginal cost results in an ap- 
parent reduction in working capital be- 
cause certain values are excluded from in- 
ventory values; there is the psychological 
problem of persuading selling staff that low 
cost does not mean price slashing ; and mar- 
ginal costing does not readily reveal the 
demands made by individual products upon 
the capital or other services whose costs are 
part of the total fixed expenses. 
In The Cost Accountant, July, R. Barras 
examines the application of costing prin- 
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ciples to shipbuilding. The fundamental 
principles of cost accounting are identifica- 
tion of expenditure with responsibility, 
which may be described as cost control; 
identification of expenditure with indi- 
vidual products, which may be described as 
eost finding ; presentation of information in 
such a manner as is necessary for proper 
control and administration of the business; 
and full integration of financial and cost 
records. 

The Cost Accountant, July, has two 
other stimulating articles, one by William 
C. Seott on the ‘‘Relationship Between 
Costing and Management,’’ and one by 
J. A. Seott on ‘‘Management Gauges.’’ 


INVENTORIES 


Increasing attention is being given, both 
in the United States and the United King- 
dom, to the difficult and involved problems 
of inventory valuation. In The Canadian 
Chartered Accountant, May, R. M. Parkin- 
son discusses the ‘‘LIFO Method of Inven- 
tory Valuation.’’ He describes his article 
as a ‘‘justification of LIFO as a sound basis 
of inventory valuation and an answer to 
its antagonists.’’ Physical indentification 
of stock is rejected both as a practical and 
as a theoretical possibility. LIFO is suit- 
able where: 

(a) selling prices are subject to 
change in relation to changes in 
replacement costs ; 

(b) ‘the management covers sales com- 
mitments with purchase commit- 
ments ; and 

(c) materials are substantially homo- 
geneous and interchangeable. 

Under the LIFO method disclosed profits 
are less than under the FIFO method on a 
rising price market, and higher on a falling 
price market. Exaggeration, by the use of 
FIFO, of fluctuations in disclosed profits 
intensifies the extent of business cycle 
swings. 

In The New York Certified Public Ac- 
countant, June, Walter B. McFarland com- 
ments on ‘‘Contemporary Practices in 
Costing Inventories.’’ He points out that 
costs developed for one purpose are not 
necessarily equally suitable for other pur- 
poses. Problems arising in the valuation of 
inventories include the treatment of vari- 
ances from standard, packaging costs, ad- 
ministrative salaries, fixed charges, and un- 
absorbed costs. 





A hotly debated question in the U.S.A. 
is whether, in cases where the LIFO 
method is used, the replacement value of 
inventories should be disclosed in the bal- 
ance sheet. In The Journal of Accoun- 
tancy, June, §S. Y. MeMullen argues 
strongly in favour of disclosure. He main- 
tains that disclosure is an accounting prin- 
ciple, and that it would be unfortunate to 
permit expediency to play an important 
role in the development of the basic-tenets 
of the profession. The arguments usually 
advanced against disclosure of estimated 
current values of stocks are that the infor- 
mation would be misleading and subject to 
misuse ; that disclosure would invalidate an 
accounting method adopted by the com- 
pany; that values are inappropriate in a 
balance sheet; and that the information 
would be difficult to obtain. Answering 
these arguments, Mr. McMullen maintains 
that stock-holders, analysts, bankers, and 
others need information as to current 
values of inventories, that disclosure of 
estimated current value of inventories is 
required by sound accounting principles in 
order to promote comparability and reduce 
the areas of differences in accounting prac- 
tices, and that the information must 
already be obtained for use in applying the 
lower of cost or market rule. The same 
issue of the Journal contains a note by 
Maurice E. Peloubet in reply to Mr. 
MeMullen’s arguments, and excerpts from 
a letter from Carman G. Blough, Director 
of Research, American Institute of Ac- 
countants, explaining why a proposed bul- 
letin on the question of disclosure of esti- 
mated current value of inventories was 
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Current Problems in Overseas Journals—contd. 
dropped by the Institute’s Committee on 
Accounting Procedure after considering re- 
plies to a draft which had been circulated 
for comment. 

In The Accountant, 20th May, 3rd June, 
and 10th June, there are three articles by 
Stanley Dixon on the audit verification of 
stock. The first of these is a parable in 
light vein illustrating the difficulties of 
verification in a chemical works, where the 
calculations of quantities and costs are 
based largely on chemical formulae. The 
second, in more serious vein, discusses the 
difficulties of verification of existence, 
quantities, cost, and market value. It 
points out that there is a tendency for 
auditors to accept some responsibility, at 
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least in relation to stocks, and that the 
questions which arise are the extent of the 
responsibility which should be taken and 
whether this responsibility is best met by 
such methods as presence during stock- 
taking and the making of test checks. In 
the third article, answers to the problems 
are suggested. Mr. Dixon advocates that 
the auditor should not worry overmuch 
about the physical details of stock, but 
should go beyond the financial books to 
cost and stock records in order to satisfy 
himself as to the balance sheet figures. A 
particularly interesting part of this third 
article is the discussion of the traditional 
distinction between fixed and current 
assets, which in practice may be quite mis- 
leading. 


ACCOUNTING AND INFLATION 


Though the flood of articles on this con- 
troversy has somewhat diminished, it is still 
not being neglected. In The New York 
Certified Public Accountant, May, Maurice 
E. Peloubet, in an article entitled ‘‘The 
Cost and Value Controversy,’’ lays great 
stress on the necessity for maintenance of 
real value. ‘‘So long as management knows 
that it must replace and improve, and so 
long as management realizes that money 
which should be spent for replacement is 
now being taken away in the form of taxes, 
is being paid to labor in the form of ex- 
cessive wages, is being demanded by stock- 
holders in the form of dividends, it is the 
duty of management to state clearly what 
should have been spent and what has been 
reserved for replacement.’’ In the same 
issue of The New York Certified Public 
Accountant, Gerald S. Kohl draws atten- 
tion to the similarity of the problem in 
1920 to that in 1950. He reviews the ex- 
pressed opinions of accountants in U.S.A. 
in 1920, and shows that the problem was as 
well understood then as it is to-day. No 
action became necessary, because devalua- 
tion set in at the end of 1920. There is con- 
siderable evidence to suggest that to-day’s 
upward surge of prices may level off, and 
again obviate any change in existing ac- 
counting principles. 

Like the Council of the Institute of Char- 
tered Accountants in England and Wales, 
the Committee on Accounting Procedure of 
the American Institute of Accountants has 
adhered to its stand that normal original 
cost is the proper basis for accounting 


records. It has, however, explicitly recog- 
nised that there may be circumstances in 
which departure from the cost basis is jus- 
tified or necessary. The Journal of Ac- 
countancy, May, in an article entitled ‘‘ De- 
partures from the Cost Basis,’’ by the Re- 
search Department of the American Insti- 
tute of Accountants, reviews statements 
made by the Institute’s Committee on Ac- 
counting Procedure. The presumption is in 
favour of adherence to the cost basis, but 
there are some generally recognised circum- 
stances in which departure is approved. 
Instances of these are: 

(a) the application of the lower of 
cost or market rule to the valua- 
tion of stocks; 
when it is evident that the cost of 
a specific capital asset or group of 
such assets can no longer be re- 
covered ; 

(ec) in accounting for brokerage and 
investment trusts; 

(d) in legal re-organisations ; and 

(e) in quasi— or accounting — re-or- 

ganisation. 
Other circumstances justifying departure 
which are not so generally recognised are: 

(a) when appreciation is relatively 
large and well assured ; 
when the present value of future 
income is greatly in excess of the 
unamortized part of the cost of a 
mine; 
when extreme inflation occurs or 
assets have been acquired at an 
abnormally low value. 


(b) 


(b) 


(¢) 
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PUBLISHED FINANCIAL STATEMENTS 


In The Journal of Accountancy, May, 
Samuel J. Broad, Chairman of the Ameri- 
ean Institute of Accountants’ Committee 
on Accounting Procedure, describes recent 
developments which work for increasing 
the significance of the net income figure, 
and for improving the uniformity and com- 
parability of income statements. American 
discussions largely turn on the question 
whether the income statement should be an 
all-inclusive statement bringing to account 
all items affecting income which have come 
to light during an accounting period or, on 
the other hand, should be arranged so as 


to disclose clearly the results of current 
performance. Troublesome items are ab- 
normal or non-recurring incomes or ex- 
pense, adjustments to past years’ results, 
writing off of intangibles, and appropria- 
tions to counter effects of inflation. Mr. 
Broad believes that ‘‘too much emphasis 
should not be placed on any single figure 
of net income.’’ This is well recognised 
within the profession, but it is not so easy 
to get it recognised by the general public, 
hence the special efforts which are being 
made to promote uniformity of treatment. 


EXTERNAL AUDITING PROBLEMS 


In the field of external auditing, there is 
considerable difference of opinion as to the 
usefulness of external confirmation of ac- 
counts receivable and observation of physi- 
eal stock-taking. As a result of the 
McKesson-Robbins disclosures in U.S.A., 
audit procedures were extended, and it has 
now become standard practice for external 
auditors to confirm accounts receivable by 
communicating with the debtors, and to be 
present as observers during physical stock- 
taking. The Canadian Cost Accountant, 
May, gives a summary of a panel discussion 
of these two procedures at the annual meet- 
ing of the Dominion Association of Char- 
tered Accountants. There were differences 
of opinion among the panel on theoretical, 
practical, and legal grounds. Arguments 
for external confirmation of accounts re- 
ceivable were: 

The auditor is a verifier and not 
merely a checker. 

Confirmation is the easiest, fastest; and 
most efficient way of verifying 
book debts. 

Confirmation of accounts receivable is 
analagous to confirmation of bank 
balances. 

Though complete positive confirmation 
is in most cases impractical, samp- 
ling is not difficult. 

It was considered, however, that volun- 
tary omission to make confirma- 
tion should not necessarily call for 
qualification in the audit report. 

Against the practice, it was urged that: 

Though theoretical confirmation is the 

best method, and sometimes the 
only method, internal check may 


make it unnecessary. 

The qualification of the report in cases 
where the accounts have not been 
confirmed would be futile. 

The method is not infallible. 

It would be a hardship at peak periods 
to small practitioners. 

There is no statutory obligation to use 
the method. 

Arguments for personal observation of 
physical stock-taking were: 

Examination of written records and 
books only is out of date. 

In view of the care with which other 
items in the balance sheet are 
verified, it is ridiculous to fall 
short of verification of stock. 

The auditor’s examinations of methods 
of internal control of stock-taking 
is made easier by observation of 
the physical stock-taking. 

It was not suggested that the auditor 
should take responsibility for the 
correctness of the physical quan- 
tities: his observation of the stock- 
taking is part only of the pro- 
cedure of verification. 

Arguments against observation were: 

If this practice is adopted, it must be 
part of the regular auditing pro- 
cedure, and must cover the whole 
of the inventory. 

In many eases it would be imprac- 


ticable. 
The auditor is incompetent to take 
stock which requires technical 


knowledge of the goods, and the 
practice is likely to be resented by 
clients. 
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In general, the discussion showed consider- 
able unwillingness to accept these exten- 
sions of auditing procedure as standard 
practice. 


The question of the audit of accounts re- 
ceivable is gone into also by John F. 
Schmonsees in The New York Certified 
Public Accountant, and the question of the 
audit verification of inventory values by 
John Andrew Crofts in the same journal. 
In The Journal of Accountancy, June, 
P. N. Wehr, Jnr., in an article entitled 
‘‘What are Alternative Procedures and 
How Should the Auditor Use Them ?”’ dis- 
eusses the circumstances in which an audi- 
tor is justified in using other than stan- 
dard procedures in the confirmation of ac- 
counts receivable, and in the verification of 
stock-taking. As noted above under the 
heading of ‘‘Inventories,’’ Stanley Dixon’s 
three articles in The Accountant deal with 
the problem of stock verification through 
English eyes. 

An unusual note is struck in an article 
by T. B. Noble in The Journal of Account- 
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ancy, June. Mr. Noble has many shrewd 
and useful observations to make on the 
question how the client and the auditor can 
help each other to get most effective audits 
at least cost. He expresses the opinion, 
with which many doubtless will agree, that 
‘‘many auditors are insufficiently paid for 
their work, yet their clients don’t get their 
money’s worth.’’ 

Benjamin Newman, in The Journal of 
Accountancy, June, contends that audit 
standards should require more competent 
evidence for the audit of fixed assets. He 
compares the conventional attitude towards 
the verification of fixed assets with that to- 
wards the verification of current assets, and 
questions whether exclusive reliance on in- 
ternal evidence is sufficient in the case of 
fixed assets. 

The Accountants’ Magazine (Edin- 
burgh), July, contains the first part of a 
useful lecture for students by R. T. M. 
McPhail on investigations and reports as 
to past profits for inclusion in a prospectus. 
The lecture includes a specimen of a typi- 
cal report. 


INTERNAL AUDITS 


The continuous growth in the size of 
businesses, the immense amount of routine 
audit work which must be done in the large 
establishments, and the increasing com- 
plexity of the problems with which an ex- 
ternal auditor has to deal in fulfilling his 
primary responsibility of reporting to 
shareholders on the accounts laid before 
them, are leading overseas to a decided ten- 
dency to transfer some of the responsi- 
bilities of the external auditor to the in- 
ternal auditor. This is not to say that in- 
ternal audits are becoming more and more 
restricted to routine matters—quite the 
contrary: the need for better accounting 
controls to assist management, in place of 
the older methods of control by personal 
observation, is rapidly bringing about a 
great extension in the scope of the responsi- 
bilities of the internal auditor, and a great 
widening in his outlook. In The Account- 
ants’ Magazine (Edinburgh), July, A. C. 
Smith considers the functions of an in- 
ternal audit in industry under four main 
headings : 

(a) the, approach to the administra- 
tion and accounting system; 


(b) the commercial audit; 

(¢) special conditions when standard 
costs and budgetary control are in 
operation ; and 

(d) management and book-keeping in- 
structions. 


Wide concepts of internal audit func- 
tions are stressed also in an article by 
W. A. Walker in The Journal of Account- 
ancy, May, entitled ‘‘Internal Audit Pro- 
cedures for Controlling Costs.’’ Mr. Walker 
says the most important functions of the 
internal audit are: 

(a) reviewing control over expendi- 
ture and over the use of goods and 
services purchased; and 

(b) reviewing the adequacy of cost ac- 
counting. 

The responsibility of the internal audit ex- 
tends to the determination that the business 
is under proper and practical internal con- 
trol, and it is not confined to accounting 
department controls. The article includes 
a list of what the internal auditor should do 
and should not do in the attempt to control 
costs. 
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Current Problems in Overseas Journals—contd. 


An article by A. R. Low in The Account- 
ants’ Journal (N.Z.), June, on the long- 
term dollar problem is an unusually clear 
discussion of a complex problem. The 
causes of present difficulties in the sterling 
areas are: 

the widening gap between the produc- 
tivity of U.S.A. and the rest of 
the world; 
the low and declining ratio between 
U.S. imports and U.S. national in- 
come ; 
instability of the U.S. economy, which 
produces even greater instability 
of U.S. imports of goods and ser- 
vices ; and 
partial drying up of the outflow of pri- 
vate capital from U.S.A. 
These causes have been aggravated by wars 
and alleviated by such measures as Mar- 
shali Aid. The long-term remedies are: 
(a) productivity in the sterling areas 
must try to catch up with that in 
U.S.A. ; 
U.S.A. must be prepared to im- 
port more and the rest of the 
world must be in a position to sell 
more ; 
U.S.A. economy must become more 
stable; and 


(b) 


(ec) 
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(d) there must be a steady flow of 
capital from U.S.A. to the under- 
developed areas of the world. 


The addresses of the publications referred to in 
this article are: 
The Accountants’ Magazine (Edinburgh), 
4 Rothesay Place, 


Edinburgh 3, Scotland. 


Cost and Management (Canada), 
66 King Street East, 
Hamilton, 
Ontario, Canada. 
The Canadian Chartered Accountant, 
10 Adelaide Street East, 
Toronto, 
Ontario, Canada. 


The Cost Accountant, 
63 Portland Place, 
London, W.1, England. 
The Accountants’ Journal (N.Z.), 
York House, 
Lambton Quay, 
Wellington, C.1, N.Z. 
The New York Certified Public Accountant, 
677 Fifth Avenue, 
New York 22, N.Y., U.S.A. 
The Journal of Accountancy, 
270 Madison Avenue, 
New York 16, N.Y., U.S.A. 
The Accountant, 


42 Baker Street, 
London, England. 





SIXTH INTERNATIONAL CONGRESS ON ACCOUNTING 


The sponsoring bodies announce that the Sixth International Congress on Ac- 
counting will be held in the halls of the Royal Horticultural Society, Westminster, 
London, SW.1, in the week commencing 16th June, 1952. Further particulars will be 


issued in due course. 


The following professional organizations will be hosts: 


The Institute of Chartered Accountants in 
England and Wales. 

The Society of Incorporated Accountants 
and Auditors. 

The Society of Accountants in Edinburgh. 

The Institute of Accountants and 
Actuaries in Glasgow. 

The Society of Accountants in Aberdeen. 





The Association of Certified and 
Corporate Accountants. 

The Institute of Chartered Accountants in 
Ireland. 

The Institute of Municipal Treasurers and 
Accountants. 

The Institute of Cost and Works 
Accountants. 
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BOOK REVIEWS 


Farm Accounts: F. Strweuu Bray and C. V. 


price 26/3. 


Farming to-day must be regarded as a 
business as well as a way of life, and con- 
sequently it is essential that adequate ac- 
counts be kept so that the real financial 
position of the enterprise is revealed. 

Farm accounts should enable the 
farmer to find out his total assets and lia- 
bilities, the profit or loss on the farm as a 
whole, and, as far as possible, the profit 
or loss on each section of the farm. 

However, it must be remembered that 
farming has features which make the 
farm different from any other type of 
business. The average farmer works hard 
with his hands; his hours are seldom nine 
till five, but more frequently dawn to 
dusk, and by evening he is a tired man. 
At night he does not feel like struggling 
over a complicated system of book entries. 
What seems simple to the accountant may 
be quite complicated to the farmer, un- 
trained in debits and credits and double- 
entry reasoning. These facts must be con- 
sidered when advocating any system for 
use by farmers. 

A farm bookkeeping system need not be 
complicated. In Australia most farms are 
specialized for dairying, wheat or wool 
growing, egg production, etc. The volume 
of production carried on outside the 
major farm enterprise is usually small. 
The system set out and explained very 
simply in this book is a modified double- 
entry system. The differentiation into a 
large number of accounts is a little too 
extreme for the Australian farm, but it 
would be quite simple to group together 
allied accounts to suit the individual 
farmer’s circumstances. 

A logical outcome of a good ‘system of 
farm accounts is that it should enable the 
farmer to estimate the cost of producing 
each commodity and the cost of carrying 
out each farm operation. While cost-of- 
production surveys have been carried out 
by various marketing boards and govern- 
mental bodies, cost accounting in Austra- 
lian agriculture is still in its infancy. The 
difficulties that are found in agricultural 
cost accounting are dealt with in the 


DaweE; Oxford University Press. Pp. 149, 


second chapter of the book. A typical ex- 
ample mentioned is the cost of horse 
labour. The cost of horse labour cannot 
be calculated until the cost of home- 
grown food fed to the horse is known. But 
the cost of home-grown foods is an esti- 
mate until the cost of the horse labour 
used in growing them has been ascer- 
tained. 


Whereas in the past few farmers have 
kept any record of their transactions 
other than by cheque butt, bill files, and 
bank statements, the accountant and the 
economist are now entering the field. The 
trend started during the depression years, 
when many primary industries were so 
financially placed that various surveys 
were instituted to investigate ways and 
means of assisting recovery. In Australia, 
for example, a Royal Commission into the 
wheat industry assessed the cost structure 
of many wheat farms and showed that 
many farmers could not hope to make a 
success of wheat farming until they re- 
duced production costs. In some cases 
these costs were influenced by factors 
such as farm area, soil type, or climatic 
zone which are beyond the farmer’s con-. 
trol. These and many other similar in- 
vestigations have interested the economist 
in agriculture. 

Because of the high rate of taxation 
and the larger farm income ruling in the 
post-war period, more and more farmers 
are keeping books. In many cases a diary 
or similar record of transactions and ac- 
tivities on the farm is the only book kept 
by the farmer. Annually he forwards this 
book to an accountant, who expands the 
details into a more complete record and 
at the same time makes out the taxation 
form. Such records are sometimes avail- 
able to the economist. 


The relation between agricultural 
economists and professional accountants 
and farmers is discussed fully in the lat- 
ter half of the book. Cost accounting re- 
veals any obvious inefficiency in a section 
of a farm. This, however, is not all, for 
the economist is able to compare the costs 


(Continued on page 479) 
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Book Reviews—continued 

of production of a number of farms and 
then point out to the individual farmer 
those sections where costs are high. In 
such a way the economist can bring about 
a rapid overall increase in farming effici- 
ency. 

The book is a concise and interesting 
discourse on a difficult subject. Its chief 
value in Australia is to the rural account- 
ant or the agriculturalist interested in 
farm economics. Throughout the book all 
figures quoted for depreciation and for 


Commonwealth Sales Tax Law & Practice: 


Pp. 331, price 60/-. 


Sales tax was first introduced into the 
Commonwealth of Australia in August 
1930. It required nine Assessment Acts— 
each with a corresponding Rates Act—and 
a set of Regulations. These were supple- 
mented in December 1934 by a Procedure 
Act, which also required Regulations, and 
in December 1935 by an Exemption Act. 
In the intervening 20 years there have 
been many amendments to the Acts and 
Regulations, and the general rate—which 
in 1930 was 24%—has been varied on no 
less than twelve occasions. 


In 1940 goods subject to tax were divided 
into four categories, viz.: exempt, general, 
intermediate, and. non-essential, and differ- 
ential rates were imposed. The intermedi- 
ate class has since been abolished, and the 
general and non-essential rates of 8'/3;% 
and 25% respectively now apply. 

The basic scheme of sales tax is that 
manufacturers and wholesale merchants are 
required to register and pay tax in respect 
of the sale of goods, other than exempt 
goods, to an unregistered person or to a 
registered person who does not quote his 
certificate in respect of such goods. It 
operates in the form of an excise duty on 
goods manufactured or produced in Aus- 
tralia and as a customs duty on goods im- 
ported into Australia. As the author points 
out, the scheme is ‘‘simplicity itself,’’ but 
in its operation it is one of the most com- 
plicated pieces of legislation that it is 
possible to inflict upon the community. 

Mr. Justice Ligertwood (then Mr. G. C. 
Ligertwood, K.C.) remarked in 1935 that 
several sections of Australian legislation 
wrapped in such obscurity of 
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valuation are those allowable under the 
British Finance and Income Tax Acts. 
Naturally, these would have to be changed 
to suit the equivalent Australian Acts. 
This, however, does not detract from its 
value as a guide to farm accounts and as 
a help to the farm accountant well versed 
in bookkeeping techniques but with little 
knowledge of those many intangibles that 
make farming different from the ordinary 
business enterprise. 


K. W. HAYES. 


H. R. Irvine; The Kent Publishing Co. 


language that the real meaning defied com- 
prehension. He referred to Commonwealth 
taxation legislation as being without rival 
in this respect and stated that ‘‘the com- 
plications of the Income Tax Acts were 
mild as compared with those of the Sales 
Tax Acts. No businessman could possibly 
ascertain for himself what the Acts and 
Regulations required of him, or even what 
goods were subject to tax.’’ 


Since this learned gentleman made his 
comments, no serious effort has been made 
to achieve simplification, but rather have 
the various amendments made confusion 
worse confounded. It is therefore refresh- 
ing to find that such an authority on sales 
tax as Mr. Irving has produced, in a clear 
and concise manner, a book for the guid- 
ance of those whose task it is to determine 
their liability to sales tax or advise others 
on this intricate subject. 


The manner in which the text is set out 
and indexed facilitates reference, and all 
known legal judgments have been men- 
tioned. Many official rulings have been 
quoted, and the author has commented at 
some length on those with which he dis- 
agrees. 

Apart from the Sales Tax Handbook, 
published in 1935 by the Department, con- 
taining official rulings relating to the ad- 
ministration of sales tax legislation, the re- 
viewer knows of no similar publication: 
his only criticism is that the present book 
would have been welcomed much earlier. 


Manufacturers and merchants, account- 
ants and lawyers, will find the publication 
of great value to them. 

G. 8. GILDER. 
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Practical Statistics: F. Brapspaw Makin; Gee and Company (Publishers) Ltd, 
London, 1950. Pp. 115, Second Edition, price 19/6. Our copy from The Law 


Book Co. of Australasia Pty. Ltd. 


This is the second edition of a small 
book first published in 1935. In the words 
of the authors, it does not pretend to be 
a text book on the science of statistics, 
but does illustrate the manner in which 
simple statistical data can be used by the 
average business controller. After an in- 
troductory chapter outlining the ways in 
which statistics, intelligently compiled 
and interpreted, can assist in the search 
for solution of typical business problems, 
the book goes on to explain, in simple and 
non-technical language, the statistical de- 
vices used in comparisons, averages, and 
approximations, methods of collection and 
tabulation of data, tabular statements, 
diagrams, and graphs, the study of dis- 
persions and skewness, and the use of 
index numbers. It concludes with a chap- 
ter on the application of statistics to 
scientific control of business. 

Accountants generally have been slow 
to realize the close connection between 
their traditional functions and methods 
and those of the statistician. There can 
be little doubt that the accountant has 
much to learn from the statistician in the 
clear presentation of information; even 
more important is the point that adequate 
analysis of much accounting data is im- 
possible without a knowledge of statistical 
methods and of the pitfalls for the tyro 
in reasoning from figures as to the rela- 
tionship between the figures and the facts 
which they portray. 

Mr. Makin believes—and in this the 
present reviewer thoroughly agrees with 


him—that “there should be a close and 
intimate relationship between the statis- 
tician and the cost accountant, for both 
have by necessity to deal not only with 
figures but with quantities. Co-operation 
between the two persons mentioned will 
be helpful to both, but the results of the 
co-operation should be of inestimable 
benefit to the company they serve.” 


In most businesses, specialized statisti- 
eal departments are not possible, and, in- 
deed, are not necessary. If statistical 
studies are to be done at all, they are 
likely to be done only by the accountant. 
A knowledge. of statistical method, suffi- 
cient at least to enable the accountant to 
appreciate its potentialities and to avoid 
the ever-present dangers of fallacious 
reasoning from complex numerical data, 
is an indispensable part-of the mental 
equipment of an accountant. 


Mr. Makin’s book should therefore have 
a strong appeal to all accountants. It is 
an eminently practical work and one 
which would serve either as an introduc- 
tion to a more complete study of the sub- 
ject or as a broad survey which is suffi- 
ciently detailed and comprehensive to 
meet the needs of those who do not wish 
to extend their knowledge of the subject 
into specialized aspects. ‘ 

It is not only a most useful publication 
of itself, but undoubtedly it will whet the 
appetite of many readers for further 
study of an absorbing technique. 

AAP. 
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COMMONWEALTH INSTITUTE OF ACCOUNTANTS 
VICTORIA 
Admitted as Provisional Associates: 
Messrs. J. S. Brew and C. A. McNaughton. 
Admitted as Associates: 
Miss E, A. Stephenson and Messrs. O. M. Cooper, C. L. Dowrick, C. Fisher, R. E. F. 
Gumley. 
Advanced to Associate: 
Mr. J. T. Cowan. 
Advanced to Fellow: 
Messrs. W. B. Ditchburn and W. D. Glendon. 
Names Removed from Register: 
Messrs. T. F. Brennan (deceased), J. W. Newington (deceased). 
New Sout WALES 
Admitted as Provisional Associates: 
Miss M. I. Simpson and Messrs. H. L J. Keelan, K. L. Kirwan, R. R. M. Morgan, 
C. M. Mortal, B. J. Spillane. 
Admitted as Associates: 
Messrs. H. Karpin, C. 8. Hawthorne, K D. Marshall. 
Advanced to Fellow: 
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Mr. L. 8. Barnett (deceased). 
SoutH AUSTRALIA 
Admitted as Associate: 
Mr, B. H. Leak. 





OBITUARY 


JOSEPH WILLIAM NEWINGTON 


It is with deep regret that we record the death, on 15th October, 1950, of Mr. 
Joseph William Newington. 

Mr. Newington was admitted to the Institute in 1911, and during his 39 years of 
membership rendered extremely valuable service to the Institute. His work for the 
profession will be particularly remembered in connection with the Incorporated and 
later Commonwealth Accountants’ Students’ Society of Victoria. 

Together with the late Messrs. W. O. Strangward, L. J. 8. Welch, A. M. Hislop, 
and E. Pyke, he played an outstanding part in the development of the Society at a 
time when the educational facilities available to students were limited. Largely 
through his energy and efforts as Honorary Secretary from 1914 to 1921, the mem- 
bership of the Society reached record levels and exercised a beneficial influence on 
accountancy education generally. 

Later, when Mr. Newington moved to Sydney, he made further important contri- 
butions to the work of the Institute as a member of the Council of the New South 
Wales Division for 11 years and as State President in 1944. He was also an enthusias- 
tice and active member of the Committee of the Students’ Society of that Division for 
many years, and was President in 1939 and 1940. 

Mr. Newington was closely identified with the pioneering development of machine 
accounting in Australia. In this direction his capacity and specialised experience 
were of great assistance to commerce and industry. He will also be remembered for his 
colourful personality, for his great love of music, and for his diversity of interests. 

The strength, influence, and standing of a professional organisation such as the 
Institute can only be attained through the interest and support of its members, both 
individually and collectively. Mr. Newington’s contributions to the advancement of 
the Institute and its Students’ Societies is a shining example of the services a member 
can render to his profession. 
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LEGAL SECTION 
Edited by 
J. M. GREENWOOD, LL.B., F.1.C.A. 


RIGHT OF ESTATE AGENT TO SUE FOR COMMISSION 


So many cases are reported on this topic 
that one is inclined to say of vendors and 
real estate agents alike, ‘‘ Will they never 
learn?’’ 

The Court’s approach to actions for com- 
mission varies but little. What were the 
vendor’s instructions? What did the agent 
do? As our law school lecturer never ceased 
repeating, ‘‘Construe the contract!’’ Once 


that is done the road to a solution is open. 
But the contract is seldom neatly set out in 
a single document. It must be pieced to- 
gether from evidence like correspondence, 
scraps of conversation, board minutes, and 
the actions of the parties. Some illustra- 
tions are found in the following analysis 
of some of the cases decided over the past 
ten years. 





INSTRUCTION | ACTION | 


HELD 





(1) £10,000 commission pay- ; Agent sold to X ‘‘subject to con- ‘No binding contract because owner 


able on completion of sale. | tract.’’ 


was entitled to refuse to sell. No 
commission payable. 


(2) To procure ‘‘person able,|Agent introduced buyer able,| Agent had fulfilled his duty. Com- 


ready, and willing to pur-|ready, and willing to pay £2,800, | mission payable. 
chase’’ ‘‘at the price re-| Vendor sold to another for £2,900. 


quired by me,’’ being 
£2,900 or near offer. 





(3) To introduce purchaser} Vendor refused to complete and |‘‘ Purchaser 


' 


’? meant person able 


‘Cable and willing to com-| contended a person could not be a|and willing to complete. Commis- 





plete.’’ ‘‘purchaser’’ before completion of | sion payable. 
contract. 
(4) To sell dwelling-house to; Agent sold house and signed mem-|On the facts agent had authority 


|detailed terms. 


the plaintiff for £840. j orandum of agreement drawn up in| to make the contract, but normally 
Vendor resisted|the agent’s only authority is to 


j}action for specific performance on | agree the price with the purchaser. 
ground agent only had authority to|‘‘ The making of a contract is no 


make an open contract. 


part of an estate agent’s busi- 
ness.’? 


(5) To sell property for ordin-' Agent procured signature of pur-|On execution of contract by pur- 
ary estate agent’s commis-| chaser to contract of sale and ven-|chaser and vendor there was a 


sion. 


commission. 


dor also signed. Purchaser was un-|‘‘sale’’ and agent became entitled 
able to go on and agent claimed ; to commission. 


(6) To find a purchaser at/Agent introduced a buyer willing Correspondence sufficient memor- 


price of £3,000. 


bind the buyer. 





to pay £3,000. Vendor refused to|andum. Commission payable. 
complete on ground no writing to 


(7) To introduce person ‘‘will-; Agent introduced person prepared | The condition left offeree free not 
ing and able to purchase.’’, to purchase ‘‘subject to contract|to proceed. No commission pay- 
| (and) satisfactory survey.’’ « able. 


8) To find a person ‘‘ready,'!Agent introduced 
) Pp 


person who,Condition took purchaser out of 


able, and willing to pur-/signed agreement to buy subject category of willing purchaser. No 
chase.’’ to condition that vendor to bear commission payable. 


any road charges 


outstanding. 


Owner refused to complete. 





(1) Luxor (Eastbourne) Ltd. v. Cooper, [1941] 
1 All E.R. 33. 

(2) Dennis Reed Ltd. v. Nicholls, [1948] 2 All 
E.R. 914. 

(3) E. H. Bennett ¢ Partners v. Millett, [1948] 
2 All E.R. 929. 

(4) Wragge v. Lovett, [1948] 2 All E.R. 968. 


(5) Scott v. Willmore § Randell, [1949] V.L.R. 
113. 

(6) Fowler v. Bratt, [1950] 1 All E.R. 662. 

7) Graham & Scott (Southgate), Ltd. v. Oxlade, 
[1950] 1 All E.R. 856. 

Dennis Reed Ltd. v. Goody § Anor., [1950] 

1 All E.R. 919. 


(8 
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Legal Section—continued 

Wrapped up with the problem of com- 
mission is another one. If the vendor re- 
fuses to complete and the agent is not en- 
titled to commission under the contract, has 
he an action against the vendor for dam- 
ages for preventing him from earning his 
commission or on a quantum meruit for 
work and labour done? Is there an implied 
term that the vendor will not withdraw 
from the negotiations without reasonable 
excuse ? 

Lord Greene said, in 1936: ‘‘When an 
intending vendor instructs a house agent 
to sell his property, merely informing him 
of the price, the agent knows perfectly well 
that there will probably be many other 
terms in respect of which the parties must 
come to an agreement before the contract 
can be made which is to entitle him to his 
commission. He knows further that the 
negotiations may break down for a variety 
of reasons, such as unwillingness of the 
purchaser to proceed or failure to agree on 
some terms in regard to which both parties 
acting quite reasonably may take different 
views. . . . It does not in the least follow 
from the fact that the agent has done every- 
thing he can do that a binding contract will 
be made. Nor does it follow from the fact 
that the withdrawal of the vendor at that 
stage was an arbitrary one that but for 
such withdrawal a binding contract would 
have been made. It is in my judgment a 
question of fact in each case whether or 
not the contract would have been made if it 
had not been for the vendor’s action. .. . 
It is for the tribunal of fact to weigh all 
the circumstances, in particular, the terms 
which have been agreed, those which still 
remain to be agreed, the possibility of the 
parties failing to agree upon these latter 
terms, the possibility of the purchaser with- 
drawing for any reason good or bad... .’’ 

The judgment concluded with the 
opinion that ‘‘the authorities as to the 
rights and obligations of house agents and 
their clients . . . are not in a very satisfac- 
tory condition’’ and the hope that ‘‘one 
day the whole position may be reviewed by 
the House of Lords.’’ (George Trollope & 
Sons v. Caplan, [1936] 2 All E.R. 842, at 
pp. 853-4.) 

This hope was realised five years later, 
when Luxor (Eastbourne) Ltd. v. Cooper, 
[1941] 1 All E.R. 33, was decided. Allud- 
ing to Lord Greene’s remarks, Viscount 
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Simon, L.C., said: ‘‘There is, I think, con- 
siderable difficulty, and no little danger, in 
trying to formulate general propositions 
on such a subject, for contracts with com- 
mission agents do not follow a single pat- 
tern, and the primary necessity in each in- 
stance is to ascertain with precision what 
are the express terms of the particular con- 
tract under discussion, and then to con- 
sider whether these express terms necessi- 
tate the addition, by implication, of other 
terms. There are some classes of contract 
in which an implied term is introduced by 
the requirements of a statute—for example, 
under the Sale of Goods Act or the Marine 
Insurance Act. There are other contracts 
where an implied term is introduced by the 
force of established custom—for example, 
the necessity of a month’s notice in the case 
of hiring a domestic servant. In contracts 
made, however, with commission, there is 
no justification for introducing an implied 
term unless it is necessary to do so for the 
purpose of giving to the contract the busi- 
ness effect which both parties to it intend 
that it should have.’’ 

Viscount Simon then delineated these 
three classes of contracts with agents: 
‘There is the class in which the agent is 
promised a commission by his principal if 
he succeeds in introducing to his principal 
a person who makes an adequate offer, 
usually an offer of not less than the stipu- 
lated amount. If that is all that is needed 
in order to earn his reward, it is obvious 
that he is entitled to be paid when this has 
been done, whether his principal accepts 
the offer and carries through the bargain or 
not. No implied term is needed to secure 
this result. There is another elass of case in 
which the property is put into the hands 
of the agent to dispose of for the ewner, 
and the agent accepts the employment, and, 
it may be, expends money and time in en- 
deavouring to carry it out. Such a form of 
contract may well imply the term that the 
principal will not withdraw the authority 
he has given after the agent has incurred 
substantial outlay, or, at any rate, after he 
has succeeded in finding a possible pur- 
chaser. Each case turns on its own facts, 
and the phrase ‘finding a purchaser’ is it- 
self not without ambiguity. ... There is a 
third class of case .. . where, by the express 
language of the contract, the agent is prom- 
ised his commission only upon completion 
of the transaction which he is endeavouring 
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to bring about between the offeror and his 
principal. As I have already said, there 
seems to me to be no room for the suggested 
implied term in such a case. The agent is 
promised a reward in return for an event, 
and the event has not happened. He runs 
the risk of disappointment, but, if he is not 
willing to run the risk, he should introduce 
into the express terms of the contract the 
clause which protects him.’’ 


The cases indicate the desirability of in- 
tending vendors taking pains to word their 
instructions with care so that they will not 
be involved in liability for commission 
when the sale is abortive. They also sug- 
gest that real estate agents might be well 
advised for their own protection to have a 
short form of instruction drawn up under 
legal advice and printed which the vendors 
instructing them might be asked to sign. 
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Were this done it is safe to predict much 
litigation would be saved and much heart- 
burning prevented. 

A form of instruction used by one firm 
of real estate agents is to the following 


“effect : 


‘*T appoint ‘X’ sole agent for the sale of 
my property for thirty days from the date 
hereof and I agree that should the same be 
sold on or before the sole agency period 
above referred to has expired, either pri- 
vately by me or by ‘X’ or by any other 
agent, by auction or by private treaty, I 
will pay commission to ‘X’ in accordance 
with the schedule of rates for the time being 
fixed by the Real Estate Institute on the 
final selling price. I hereby authorise ‘X’ 
to accept an offer of no less than £.... and 
to sign a contract on my behalf in the terms 
of the usual Real Estate Institute forms 
with such additions and special conditions 
as in his opinion may be necessary.’’ 


ESTATE DUTY — WHERE SUCCESSIVE TAKERS 
OF CONTINUING ANNUITY 


**A’’ bequeathed an annuity of £2,000 to 
be paid in succession to his brother ‘‘B’’ 
and his son ‘‘C’’. On ‘‘B’s’’ death the 
Crown claimed duty as though there had 
been a cesser of a life interest in the pro- 
perty charged with the annuity, bringing 
about a notional passing of the property 
charged with the annuity. The trustee re- 
sisted this claim, contending that duty only 
became payable on the value of a continu- 
ing annuity of £2,000 for the life of ‘‘C’’. 
Held: that the property taxable under the 
United Kingdom Finance Act 1894 was not 
@ proportionate part of the capital, but the 
annuity itself, and duty should be charged 
only in respect of its actuarial value. 


A distinction was made between succes- 
sive annuities, when an annuity for one life 
ceases on the death of the annuitant, a fresh 
annuity then commencing, and successive 
interests in a continuing annuity which re- 
mains on foot for the benefit of the next 
taker. In the latter case no benefit what- 
ever has accrued or arisen to the property 
on which the annuity is charged, as it re- 


mains subject to precisely the same annual 
payment as before. 

The position of an annuity charged on 
property was also contrasted with a life in- 
terest in a share of the income of property. 
‘“‘The annuitant is entitled to receive no 
less and no more than the stipulated sum’’ 
and has ‘‘no interest in any particular part 
of the property charged, but simply a 
security extending over the whole.’’ ‘‘The 
life tenant enjoys the share of income, 
whatever it may amount to, and his in- 
terest, viewed as a life interest in capital, 
consists of a constant proportion of the 
whole property, whether the income is great 
or small and whether the capital value of 
the property rises or falls.’’ Therefore, an 
annuity must be valued for duty purposes 
simply as consisting of the right to receive 
£X per annum for the residue of a given 
life, whereas the death of a life tenant re- 
quires a valuation of the share of the capi- 
tal corresponding to the share of the in- 
come. (Re Duke of Norfolk’s Will Trusts; 
Public Trustee v. I.R. Comrs., [1950] 1 All 
E.R. 664.) 
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OFFICE MACHINES—TYPES AND USES 


by 


J. G. Wimson 
PART I 
MACHINES USED FOR FIGURING 


Addition, subtraction, multiplication, 
and division comprises a very consider- 
able proportion of office work, and par- 
ticularly lends itself to the use of 
machines because it is purely a routine 
function and no discretion or interpreta- 
tion is required. 


Adding Machines 

The simplest form of adding machine 
has an amount keyboard with a number of 
rows of keys, varying with the capacity of 
the machine, and a dial in which the pro- 
gressive total of the addition is visible. 
The depression of the appropriate keys 
operates the machine. If an amount is to 
be subtracted instead of added, this may 
be done by adding its complement; for 
example, in a machine with a capacity of 
£999/19/11, an amount of £2/12/6 may be 
subtracted by adding £99/7/5. This type 
of machine is suitable for all adding work 
in which it is not necessary to produce a 
printed list of the figures dealt with. 
Adding-Listing Machines 

These machines list the amount on a 
tape as they are added. With this equip- 
ment the depression of the appropriate 
keys merely serves to set up the amount 
on the keyboard, and does not operate the 
machine. This is done by depressing the 
electric power, in the case of electric 
machines, or turning the handle in the 
ease of a manual machine. 

Adding-listing machines are made with 
two types of keyboards. A machine with a 
“full”keyboard has separate rows of keys 
for pence, units of shillings, units of 
pounds, and so on. A so-called “10-key 
machine” has separate keys for 0 to 11 
only, and the amount recorded is entirely 
dependent on the sequence in which the 
keys are depressed; for example, the 
sequence 1, 1, 2 records ani adds 11/2; 





1, 1, 1, 2 records and adds £1/11/2; and 
1, 1, 1, 2, 1 records and adds £11/12/1. 

Some adding-listing machines have 
what is called “direct subtraction,” so that 
amounts may be subtracted by writing 
them on the keyboard and depressing a 
subtract key instead of adding the com- 
plement. Some adding-listing machines 
are made with wider carriages so that in- 
stead of listing on a tape they may be 
used for making lists on sheets of paper. 
Also, some machines are of the “duplex” 
type, which means that they can produce 
a series of individual totals and an aggre- 
gate as well. 


Analysis Machines 

This equipment is made specifically for 
analysis work, and enables as many as 30 
separate analysis totals to be produced at 
the one time. In some cases the figures 
are printed in separate columns and the 
selection of the column selects the appro- 
priate accumulating register. With 
another type of equipment the amounts 
are all listed vertically on a summary 
sheet and the analysis totals are engaged 
by selecting and depressing the appropri- 
ate key from a number of control keys. 
In another form this same equipment is 
also used for simultaneous billing and 
analysis in public utilities. It produces a 
number of copies of the consumers’ ac- 
counts in original print and at the same 
time allocates the revenue into its appro- 
priate totals. 


Calculating Machines 

These machines are used for work in- 
volving multiplication and division, such 
as the extension of invoices and stock 
sheets, statistics involving percentage cal- 
culations, and the computation of unit 
prices for stocks. 
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There are two types of calculating 
machines in common use. 

One is usually referred to as the “key- 
driven” type, and the other is described as 
the “crank-driven” machine. All multi- 
plication is continuous addition, and all 
division is continuous subtraction; for ex- 
ample, multiplying 33 by itself consists of 
adding 33 three times and 330 three times, 
In the case of the “key-driven” machine, 
the work is done by depressing the appro- 
priate key the required number of times. 
With the “crank-driven” machine the first 
factor is set up on the keyboard, and by 
an electric or automatic operation added 
into a dial each time the machine makes 
a revolution. The dial, with the answer, is 
contained in a carriage which moves 
across the machine from units to tens, tens 
to hundreds, ete., or vice versa, while the 
first factor remains on the keyboard. 

The type of calculating machine to be 
used for any job depends entirely on the 
type of work. The second, or “crank- 
driven” type, is more suitable for work in 
which one factor remains constant 
throughout a number of calculations. 


Automatic Multiplier 

A third type of calculating machine is 
used in punched card accounting. (It will 
be referred to again later.) With this 
method the factors are coded and punched 
into cards which are fed through an auto- 
matic multiplying machine. This machine 
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not only works out the answer, but also 
punches it into the same card. 


Peg Boards 

These devices are frequently used in 
conjunction with adding machines for 
analysis work. The documents containing 
the information—for example, duplicate 
invoices—are suitably perforated along 
one edge. They are pegged on a board so 
that a narrow section of each form show- 
ing the required totals is visible. When 
they are pegged in this form similar 
amounts appear underneath each other 
and may be added together to produce 
totals for each analysis heading. 


Sorters 


These are worthy of mention here, and 
are used for sorting documents into cate- 
gories—for example, invoices into alpha- 
betical order for posting, or analysis order 
for analysis, or correspondence into alpha- 
betical order for filing. The sorter is made 
with a section for each classification, all 
sections being visible simultaneously. The 
operator handles each document by lifting 
the flap in front of the section concerned 
and dropping the document behind it. 

The number of sections may vary from 
a simple alphabetical sort for small jobs 
to as many as 250 sections. In the latter 
case, the sorter is made so that it will 
move backwards and forwards, enabling 
the operator to bring the required section 
opposite her. 


PART III 
MACHINES WHICH COMBINE TWO OR MORE ACCOUNTING FUNCTIONS 


Invoicing Machines 

Many invoicing machines do not come 
into this category, but there are some 
machines which combine typing mechan- 
ism for the transcription of the details 
with adding mechanism for the automatic 
addition of the amounts. With this type 
of equipment it is usual for the documents 
used for inv»vicing (packing slips or order 
copies) to be totalled, as well as priced 
and extended, before the invoicing is 
done. The machine then accumulates sep- 
arate totals of the items and invoice 
totals, and the fact that these agree is a 
check on both the transcription and the 
original addition. Similar machines may 
be used for account sales and also for 
writing receipts and cheques. However, 


receipt and cheque writing is often only 
a small job and is combined with other 
work on a typewriter-accounting machine. 


Accounting Machines 


These fall into two principal categories: 

(a) Accounting machines which tran- 
scribe information direct from one 
record to another —for example, 
from duplicate invoice to cus- 
tomer’s ledger account. 

(b) Accounting machines which copy 
the information from original re- 
cords to punched cards, which are 
then used to produce the required 
information. 

Machines in the first category are 

divided into a further two categories: 
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those with typewriter mechanism and 
those without. In the latter case, the des- 
cription of any entry is limited to a choice 
of a number of symbols on the machine’s 
keyboard. Where the machine has a type- 
writer, there is no limit on the amount of 
detail that may be provided. Machines of 
this type are used for a wide variety of 
work. The most common one is certainly 
for posting accounts receivable. Other ap- 
plications are accounts payable, pay roll 
accounting, cost records, stores records, 
general ledgers, and share registers, etc. 
In some cases these machines are used for 
receipt writing, cheque writing, and sales 
analysis. Some accounting machines have 
what is known as front feed mechanism, 
which enables several related records to 
be written simultaneously. Possibly the 
best illustration of this is the simultaneous 
preparation of the customer’s receipt, 
duplicate receipt, bank deposit, and re- 
ceipts cash book. They usually have a 
number of accumulating registers so that 
they can extend a new balance on each 
account with every posting and, at the 
same time, accumulate the necessary 
totals for proving the correctness of the 
entries. 

The features of the machine vary with 
different makes and models, but may in- 
clude such things as automatic tabulating 
from column to column, automatic writing 
of dates, automatic writing of noughts, 
automatic computation and printing of 
new balances, and automatic opening of 
the carriage on completion of each entry. 

These machines save time and labour 
by: 
(1) Reducing the human effort in- 
volved in the transcription to a 
minimum (and at the same time 
checking its accuracy so far as the 
amounts are concerned); and 
Taking care of the figuring auto- 
matically. 


Punched Card Accounting Machines 

The principal machines involved 
punched ecard accounting are: 

(1) Key punch, 

(2) Verifying key punch, 

(3) Sorting machine, and 

(4) Tabulator. 

Briefly, the information on the original 
records is coded and then punched into 
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ecards. These cards are then passed 
through the verifier. This machine and its 
operation are similar to punching, but in- 
stead of making holes it merely checks 
that they have been punched in the cor- 
rect position. 

After the cards have been verified they 
may be sorted into any desired category 
by the sorter, and posted through the 
tabulator to produce the required totals. 
This may be clarified with an actual illus- 
tration. Let us assume that we have 
punched a number of cards for items sold, 
each card showing the customer’s code 
number, the quantity and description of 
the items, the sales analysis classification, 
the stock number, and the value. Once 
these cards have been verified they may 
be: 

(a) Sorted into customers (if not al- 

ready in that order) and tabulated 
to produce the sales invoices. 
Sorted into sales analysis classifica- 
tions and tabulated to produce the 
sales for each classification. 
Sorted into stock items and tabu- 
lated to produce the totals of quan- 
tities (and, if required, values) 
sold by stock items. 


(b) 


(ce) 


Auxiliary Punched Card Equipment 


A reproducing punch is a machine 
which enables information common to a 
number of cards to be punched into those 
cards automatically from a master ecard. 
A reproducing punch will produce a set 
of cards identical with an existing set. 

A multiplying punch, as we have al- 
ready mentioned, will automatically mul- 
tiply the factors punched into a card and 
punch the answer into the same card. An 
interpreter will automatically interpret 
the punching on cards by placing the in- 
terpretation on the top of the card in 
ordinary words and figures—so that it is 
more easily read by anyone picking it up. 
A collating machine will take two sets of 
cards and merge them together in the 
same sequence, or, in some circumstances, 
separate two sets of cards that have already 
been merged. A card economiser will cut 
cards into sections for further processing. 

Some of the more usual applications of 
punched cards include statistical analysis, 
market research, census, sales and pur- 
chases analysis, accounts payable, costing, 
stores accounting, and pay roll. 
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Always Begin; Never Commence 

In What a Word! Herbert condemns 
‘‘commence.’’ He begins by citing six pas- 
sages where he has substituted ‘‘com- 
mence’’ for ‘‘begin.’’ The first two are: 

‘“In the commencement God created the 
heaven and the earth.’’ (Genesis i. 1.) 

‘‘Blossom by blossom the spring com- 
mences.’’ 

One of Herbert’s reasons for disliking 
‘fecommence’’ is that the word is longer 
than ‘‘begin,’’ but the length adds no 
strength. Also, to his ear, ‘‘beginning’’ is 
musical and ‘‘commencement”’ is not. To 
which I respectfully add: ‘‘Hear, Hear!”’ 

Apart from the fact that a good Anglo- 
Saxon word is always to be preferred to 
its Latin-French counterpart, there is here 
another reason for preferring ‘‘begin’’ 
with its manly explodent consonants to the 
pansy sibilance of ‘‘commence.’’ <A 
German professor once drew attention to 
the number of sibilants in the English 
‘ tongue: the soft ¢, s, z, x, sh and zh; and 
referred to English as the hissing lan- 
guage; hence the language of snakes. In 
proof of the predominance of the sibilant 
in English is the fact that in Pitman’s 
shorthand the connecting circle—the most 
useful of all signs—is reserved for ‘‘s.’’ 

It has been claimed that the only perfect 
synonyms are ‘‘begin’’ and ‘‘commence.”’ 
Webster, for one, claims that the words are 
identical in meaning, but adds: ‘‘ ‘Begin’ 
is preferred, except in more formal .use.’’ 
Now, uninstructed by Webster I should 
have thought that the opening words of 
the Bible recounted a somewhat formal 
event. 

About ten years ago, ‘‘Jackdaw,’’ in 
John O’London’s Weekly, discussed this 
subject and claimed that there was a 
subtle difference between the two words. 
As I remember the discussion, it was 
claimed that in ‘‘begin’’ we have only the 
idea of firstness: ‘‘In the beginning,’’ ‘‘It 
began to rain’’; but ‘‘commence’’ suggests 
some previous intention, so, for example, 
we ‘‘commence’’ legal proceedings. If this 
restriction is valid, fear of sacrilege de- 
mands that we say, ‘‘In the beginning, God 


commenced to create the heaven and the 
earth.’’ I have a great respect for ‘‘Jack- 
daw,’’ but I believe on this occasion he 
began to talk nonsense. 
Socialized Medicine 

My father-in-law lives in London. He is 
79° years of age and still daily manages his 
company. He was bombed out of his home 
during the war and has suffered many 
other slings and arrows of outrageous for- 
tune. But nothing disturbs his smooth 
brow and pink unlined face. Like the 
French nobleman I wrote of a few months 
ago, ‘‘A gentleman is never cold.’’ One 
thing, however, clouds his view: Having 
lived a highly individualistic life for nigh 
on 80 years he turns from pink to purple 
at the thought of socialism. Here is his 
contribution to an American Journal on 
the subject of socialized medicine in 


England: 


‘‘Free doctors, free dentistry, free op- 
ticians, free hearing aids, free medicine. 
Oh, it is a lovely romp. Everyone who has 
a belly ache, tooth ache or minor ailment 
that should be forgotten runs to the 
doctor. 

‘**T had necessity to go to the doctor last 
week and, being a private patient of his 
for about 30 years, phoned for an appoint- 
ment. I kept the arrangement and was 
given preferential treatment. The waiting 
room was packed and a big argument 
arose because I was given preference over 
the national service freebooters, as I call 
them. The doctor said he was booked until 
10 p.m. and, by the look of him, he will 
break down under the strain. And there 
are four partners, all up to their necks. 

‘*A little story of a doctor is worth 
telling. He came out of his consulting 
room, according to the story, and said to 
the crowds of patients, ‘Now if any of you 
are suffering from nerves, go home, for I 
am full of nerves myself.’ Many went 
home. 

‘*It will be months before dentists and 
opticians can give attention, and people 
wait months for hospital beds. This sort 
of thing never happened before the service 
came into force.’’ 





